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FOREWORD

The 1984 Senate Concurrent Resolution 6 directed the Legislative Research Com-
mission to conduct a study of the financing of health care for the medically indigent in Ken-
tucky. Over the course of thirteen meetings within a sixteen-month period, the Commission
on Financing Health Care for the Medically Indigent studied the existing system in Ken-
tucky, as well as other states, for delivering health care and accepted testimony on sug-
gested improvements to Kentucky’s health care delivery system. This report summarizes
their findings, including forty-six recommendations for action adopted by the Commission.

This report was prepared through the combined efforts of the members of the
Health and Welfare Committee staff. The assistance of the many persons and organiza-

tions which provided testimony and data toward the preparation of this report is gratefully
acknowleged.

Vic Hellard, Jr.
Director

The Capitol
Frankfort, Kentucky
April, 1987
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SUMMARY
PURPOSE OF COMMISSION

The 1984 Kentucky General Assembly enacted Senate Concurrent Resolution 6
(SCR-6) directing the Legislative Research Commission (LRC) to conduct a study of the
financing of health care for the medically indigent. The Commission on Financing Health
Care for the Medically Indigent was appointed by the LRC to oversee the study.

SCR-6 indicated the need for study due to the following factors:

* Anestimated 15% of Kentuckians are without adequate health insurance.

* Curtailment of Medicaid and Medicare payment policies has resulted in increas-
ing levels of uncompensated care.

® Access to health care has been reduced by Medicaid eligibility restrictions.

* There are a number of uncoordinated state programs to address the problem of
indigent care.

¢ Legislation to purchase health insurance for the unemployed has been proposed
in the Congress and should be monitored.

* There is a need for members of the General Assembly to obtain data on the ex-
tent and seriousness of the problem and to assess whether current state ap-
propriations are being expended in a cost-effective manner.

The Commission on Financing Health Care for the Medically Indigent was
authorized to analyze data on the number of persons uninsured or under-insured for health
expenses; eligibility restrictions in the Medicaid program; uncompensated care provided by
hospitals, physicians and other health care providers; and to develop a service listing of
programs and services currently available to medically indigent persons. The Commission
was composed of one Senate member from the Health and Welfare Committee, one House
of Representatives member from the Health and Welfare Committee, and one nominee
each by the following bodies: the Kentucky Legal Services Corporation, the Cabinet for
Human Resources, the Council on Higher Education, the Kentucky Primary Care Associa-
tion, the Kentucky Medical Association, and the Kentucky Hospital Association. The
Commission was directed to report its findings to the Interim Joint Committee on Health
and Welfare and the Legislative Research Commission.

OBJECTIVES

The Commission met 13 times during a 16-month period. The final meeting was
held on December 17, 1985. Because of the scope of the study and the limited time-frame



for completion, the Commission adopted a formal work plan with specified evaluation ob-
jectives, questions and tasks. The study objectives were as follows:

Objective 1: To evaluate the studies of indigent care commissions in other states
and indigent care programs currently in existence in other states.

Objective 2: To define ‘‘medically indigent” z'md.determine the number and
characteristics of the uninsured and under-insured population in Kentucky.

Objective 3: To delineate and assess available services and service gaps to medical-
ly indigent persons in Kentucky.

Objective 4: To delineate and assess various p.riva}te, state and local options for
addressing the financing of health care for the medically indigent.

Objective 5: To develop final recommendations for t_he Interim Jojnt Committee
on Health and Welfare and the Legislative Research Commission on financing health care
for medically indigent persons.

PRINCIPLES AND ASSUMPTIONS

The Commission on Financing Health Care for the Medically Indigent adopted
the following statements which it believes should serve as a basis for government and
private decision-making in addressing the problem of indigent care:

[. Health care services are necessary to sustain human life and health status and
should not be explicitly or implicitly denied due to an inability to pay for
needed health care. The Commonwealth commits itself to insuring
reasonable and fair access to basic health care services for its citizens.

2. Reasonable and fair access to health care services means:

a. Access to an adequate quality of care, as measured by objective outcome
criteria; and

b. Access to an adequate amount of health care, balancing the potential
benefits in relation to the cost; and

¢.  Geographic access to services within acceptable travel times, depending
on the level of service to be provided; and

d. Access to health care information to make informed choices; and
e.  Financial access to health care services based on a family’s ability to pay.

3. The lack of an effective system and decreased funding for services can be ex-
pected to lead to increased medical indigency in the population. However,
these changes offer the opportunity for creative intervention and reform.

4. The current system of delivering health care to the medically indigent is
disorganized and encourages inefficient forms of care. Targeted funding,
uniform screening, case management, risk-sharing, utilization controls and
incentives for physicians, hospitals and other providers to provide cost-
effective medicine are necded to maximize the available dollars.
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Preventive and primary care services and increased personal responsibility
for one’s own health are essential to insure a cost-effective health care
delivery system for medically indigent persons.

Insuring that health care for the medically indigent is available and providing
for adequate funding is ultimately the responsibility of government at the
federal, state and local levels. This responsibility can be met through govern-
ment programs, public/private sector relationships, support of voluntary
programs and regulatory or statutory mandates.

Assuring reasonable and fair access to health care services for medically 1n-
digent persons is an attainable objective, given judicious use of resources and
a pluralistic, cooperative effort among policymakers, government officials,
payors and providers of health care services.

RECOMMENDATIONS

At the conclusion of its deliberations, consisting of a series of 13 meetings (0
receive testimony concerning indigent care in Kentucky, the Commission adopted the
following recommendations for action:

Legislative Branch:

1.

The Kentucky General Assembly should require counties to make availabic
adequate prenatal care services as a condition of state funding for local
health services.

The Kentucky General Assembly should ratify Executive Order 84-1079 cen-
tralizing the administration and management of the Commission on Han-
dicapped Children.

The Kentucky General Assembly should enact legislation to require con-
tinuous open enrollment by private health insurers for recently unemployed,
married or divorced spouses and dependents.

The Kentucky General Assembly should enact legislation to requirc non-
profit health insurance companies, group health insurers, self-insured
employee group health plans and health maintenance organizations to offer
coverage from the first day of employment and without waiting periods of
pre-existing conditions.

The Kentucky General Assembly should enact legislation to require
employers offering health insurance coverage to employees to also offer
dependent coverage to employees at group rates.

The Kentucky General Assembly should enact legislation to require non-
profit health insurance companies, individual health insurers, group health
insurers, self-insured employee group heatth plans and health maintenance
organizations to offer dependent coverage at group rates up to age 24
(instead of age 21), if the child is chiefly dependent upon the policyholder.

The Kentucky General Assembly should enact legislation to require non-
profit health insurance companies, group health insurers, self-insured



10.

1.

12.

13.

14.

15.

16.

17.

18.

employee group health plans and health maintenance organizations to ex-
pand the duration of continuation coverage for terminated employees,
divorced spouses, widowed spouses and dependents from 9 months to 2 years
at the group rate.

The Kentucky General Assembly should enact legislation to require non-
profit health insurance companies, group health insurers, self-insured
employee group health plans and health maintenance organizations to ex-
pand minimum benefits in conversion policies by: (1) raising minimum dollar
amounts on coverage; (b) expanding minimum services to include physician
services if covered in the previous group plan; and (c) requiring coverage of
pregnancy, childbirth and miscarriage (which are now specifically excluded).

The Kentucky General Assembly should enact legislation to specify respon-
sibilities for notifying former employees of continuation and conversion
privileges, and require that separate notice be given to former employees in

_ plain language.

The Kentucky General Assembly should enact legislation to permit victims of
malpractice to voluntarily submit claims to arbitration panels in lieu of a jury
trial. The decision of the panel would be binding on both parties.

The Kentucky General Assembly should enact legislation to abolish the con-
tingent fee system as a method of paying attorney’s fees in malpractice cases
and provide for a sliding fee scale system instead. For example, an attorney
might be entitled to 30% of the first $100,000 of an award, 25% of the next
$100,000 and 20% of the balance.

The Kentucky General Assembly should enact legislation to require a party to
a malpractice suit to pay the other party’s legal fees if it is found the party
acted frivolously in filing suit.

The Kentucky General Assembly should enact legislation to establish
statutory qualifications for expert medical witnesses in malpractice actions.

The Kentucky General Assembly should enact legislation to allow structured
settlements in malpractice cases whereby damages are paid in installments
throughout the plaintiff’s lifetime.

The Kentucky General Assembly should enact legislation to require all
malpractice claims to be reviewed by a pre-trial screening panel to review the
merits of the case and to encourage a settlement before the action may be
tried in court.

The Kentucky General Assembly should enact legislation to establish a
statutory legal standard of medical care to be applied in all malpractice cases.

The Kentucky General Assembly should enact legislation to re-establish the
Patients’ Compensation Fund (KRS Chapter 304) and address the constitu-
tional problems cited in the 1977 Kentucky Supreme Court decision which
ruled it unconstitutional.

The Kentucky General Assembly should enact legislation to limit the size of
malpractice awards.



19.

The Kentucky General Assembly should enact legislation to amend the col-
lateral source rule of evidence to allow evidence in a medical malpractice case
that the plaintiff has received compensation from other sources (such as
health insurance) and require the amount of collateral payment to be
deducted from any malpractice award.

Executive Branch:

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

The Department of Insurance should evaluate available coverage under
Medicare supplemental insurance policies and insure that rate increases of
regulated insurers are justified by claims experience.

The Cabinet for Human Resources should consider the implementation of a
state-funded program to pay for services not covered by Medicare, such as
eyeglasses, dentures, and prescription drugs.

The Cabinet for Human Resources should monitor and assure compliance
with Hill-Burton requirements as a condition of licensure.

State funded indigent care programs (such as Medicaid and programs
through the local health department) should assess whether veterans’ pro-
grams are available to their clients and make referrals if appropriate.

A single health care authority should be appointed to administer health care
programs for the medically indigent (including Medicaid, maternal and child
health, public health departments, primary care centers, state funding of
university hospitals and other programs), as well as administering the health
insurance contract for state employees, teachers and retirees.

The Cabinet for Human Resources should expand eligibility under the
Medicaid program to include all low income children in two-parent families
under age 18 (or 19 if in school).

The Cabinet for Human Resources should implement Medicaid utilization
and cost controls including pre-admission screening for admissions to long-
term care facilities, homestead liens, and transfer of assets provisions. Both
over-utilization and under-utilization should be considered.

The Cabinet for Human Resources should implement a program of case
management with physician risk-sharing in the Medicaid program to coor-
dinate services and maximize available dollars.

The Cabinet for Human Resources should increase state funding for prenatal
enough that every pregnant woman in Kentucky has access to the full range
of prenatal care services, and add outreach, public advertising and transpor-
tation components to the program if possible.

The Cabinet for Human Resources should increase the scope of services and
reimbursement under the Medicaid program to fully cover obstetrical,
prenatal and delivery services, in order to maximize the use of state maternal
and child health dollars.

The Cabinet for Human Resources should identify areas within the Commis-
sion on Handicapped Children, Medicaid and Maternal and Child Hecalth
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31.

32.

33.

34.

35.

36.

programs where services are duplicated or are lacking and establish a pro-
tocol which will assure that services are provided in the most cost-effective
manner possible through a coordinated approach to the allocation of services
and payment for those services.

The Cabinet for Human Resources should conduct an evaluation of the
Commission on Handicapped Children under centralized administration and
management, to determine the effects of this action on service delivery, client
satisfaction and the cost of providing services.

The Cabinet for Human Resources should expand its technical assistance and
grantsmanship assistance program to increase the availability of primary care
center services in health manpower shortage areas by increasing the number
of centers and/or increasing the number of satellite centers, in order to max-
imize the availability of federal indigent care dollars.

The Cabinet for Human Resources should establish a sta.tf;vx_/ide program _of
subsidized inpatient and outpatient hospital care utilizing community
hospitals meeting specific participation criteria, including:

e A minimum percentage of gross revenue expended on charity care;
* A minimum percentage of patients who are Medicaid recipients; and

e An open door policy for charity care patients and/or gdvertising regar-
ding the willingness of the hospital to admit charity patients.

The Cabinet for Human Resources should establish a uniform definition of
charity care and develop and require a system of uniform hospital reporting
and accounting of charity care expenditures as a condition for licensure.

The Cabinet for Human Resources should encourage the development of
primary care center services provided in health departments through the pro-
vision of financial incentives, technical assistance and coordination of ex-
isting state programs.

The Cabinet for Human Resources should be encouraged to continue its sup-
port of the Kentucky Physicians Care Program by assisting with data collec-
tion and analysis and, furthermore, it should periodically inform the
Legislative Research Commission as to any research findings.

Private Sector;

37.

38.

39.

The Kentucky Hospital Association should encourage provider referrals of
the indigent to facilities with an unfulfilled Hill-Burton obligation and
publicize the fact of the obligation.

The Kentucky Medical Association should be commended for establishing
the Kentucky Physicians Care Program and for its decision to continue the
program for its second year.

The Kentucky Medical Association should be urged to act to encourage in-

creased physicign participation in the Kentucky Medical Assistance Program,
thereby increasing access to health care by the low income poor.
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40. The Kentucky Medical Association should be encouraged to raise the income

eligibility limit of the Kentucky Physicians Care Program from 100% to
150% of the federal poverty level.

41. Group-rated insurance pools should be created to make affordable health in-
surance available to the unemployed and uninsured population.

42. Hospitals which are participating in the Fair Share Program should be en-
couraged to continue participation and hospitals which are not participating
should be encouraged to begin participation.

Other Recommendations:

43. The United States Congress should take steps to insure the solvency of the
Medicare Trust Fund.

44. The Veterans Administration should expand outreach efforts to publicize
health care benefits to eligible veterans.

45. The Commission adopts the summary and recommendations of the Gover-
nor’s Special Medicaid Program Review Advisory Committee.

46. The Commission adopts and recommends the following working definition

of the term ‘‘medically indigent’’:

(1) Any person with income not exceeding 100% of the federal poverty level
as established by the Commmunity Services Administration ($5,250 per
year), and who is not covered by Medicare or Medicaid or other govern-
ment subsidy and who has no private health insurance coverage; or

(2) Any person incurring medical expenses within a calendar year that ex-
ceed 50% of the person’s pre-tax income for that year.

xiii






CHAPTERI
INTRODUCTION
A. Purpose and Authority of the Commission

The 1984 Kentucky General Assembly enacted Senate Concurrent Resolution 6
directing the Legislative Research Commission (LRC) to conduct a study of the financing
of health care for the medically indigent. The Commission on Financing Health Care for
the Medically Indigent was appointed by the LRC to oversee the study.

The problems identified in Senate Concurrent Resolution 6 indicating the need for
such a study were as follows: A :

* Anestimated 15% of Kentuckians are without adequate health insurance.

e  Curtailment of Medicaid and Medicare payment policies has resulted in in-
 creasing levels of uncompensated care.

®  Access to health care has been reduced by Medicaid eligibility restrictions.

e  There are a number of uncoordinated state programs to address the problem
of indigent care.

e Legislation to purchase health insurance for the unemployed has been pro-
posed in the Congress and should be monitored.

e There is a need for members of the General Assembly to obtain data on the
extent and seriousness of the problem and to assess whether current state ap-
propriations are being expended in a cost-effective manner.

The Commission on Financing Health Care for the Medically Indigent was re-
quested to collect and analyze data on: (1) the number of persons uninsured or underin-
sured for health expenses, (2) eligibility restrictions in the Medicaid program, (3) un-
compensated care provided by hospitals, physicians and other health care providers, and,
(4) to develop a service listing on programs and services currently available to medically in-
digent persons. At the conclusion of their deliberations, the Commission was instructed to
report to the Interim Joint Committee on Health and Welfare and the Legislative Research
Commission. This report is a summary of the Commission’s findings and recommenda-
tions. ‘

B. Study Methodology

The Commission met 13 times during a 16-month period. Because of the scope of -
the study and the limited time frame for completion, the Commission adopted a formal



work plan with specified evaluation objectivves, questions and tasks. The study objectives
were as follows:

Objective 1: To evaluate the studies of indigent care commissions in other states
and indigent care programs currently in existence in other states.

_ Objective 2: To define ‘‘medically indigent” and determine the number and
characteristics of the uninsured and underinsured population in Kentucky.

Objective 3: To delineate and assess available services and service gaps to medical-
ly indigent persons in Kentucky.

Objective 4: To delineate and assess various private, state and local options for
addressing the financing of health care for the medically indigent.

Objective 5: To develop final recommendations for the Interim Joint Committee
on Health and Welfare and the Legislative Research Commission on financing health care
for medically indigent persons.

C. Data Collection and Testimony

What became evident in conducting the study was that critical research and data
were lacking. As a result, the following data collection efforts were instituted:

(1) Approximately 20 states with recent indigent care commissions and studies
were contacted to obtain their reports and final recommendations;

(2) Compilations of indigent care studies and programs in other states were ob-
tained from the National Conference of State Legislatures, Intergovernmen-
tal Health Policy Project, National Governors’ Association and other
organizations;

(3) A search of the literature on indigent care was conducted through the
University of Kentucky NASA-TAP program, the Council of State Govern-
ments, the Rand Corporation and several other health data bases;

(4) Two national conferences on indigent care provided descriptive and

statistical information on indigent care programs and expenditures nation-
wide; :

(5) The Department for Social Insurance, Cabinet for Human Resources, pro-
vided information on Medicaid eligibility and expenditures;

(6) The Department for Health Services, Cabinet for Human Resources, pro-
vided program descriptions, eligibility criteria and expenditures for state in-
digent care programs under their direction. A special data collection effort
was conducted by the Division of Maternal and Child Health;

(7)  The Kentucky Commission on Handicapped Children provided a program
description, eligibility criteria and expenditure report;

[3)



(8)
)
(10 )

(11)

The Kentucky Department of Insurance provided data on the number of -
persons in Kentucky enrolled in commercial health insurance plans;

The Kentucky Hospital Association conducted a survey of hospitals to
determine current levels of uncompensated care; -

County expenditures for indigent care were obtained through the Depart-
ment for Health Services, Cabinet for Human Resources; and

The Kentucky Medical Association provided a study on the Kentucky Physi-
cians Care Program conducted by the Urban Studies Center at the Universi-
ty of Louisville. : : :

Written and oral testimony was received from a variety of interested individuals
and organizations on the following topics: '

(1
()
3)

4

)

(6)

(M

Other state programs serving the medically indigent;
Other state studies of health care for the medically indigent;

Alternative methodologies for defining and estimating the number of per-
sons who are medically indigent;

The Kentucky Medical Assistance Program (Medicaid) including eligibility
requirements, services, reimbursement and financing mechanisms;

The role of public health departments and primary care centers in serving
medically indigent persons;

The availability and funding of maternal and child health services in the
Commonwealth; :

Voluntary private sector indigent care programs including the Kentucky
Physicians Care program, the Hospital Fair Share program and philan-

~thropic contributions;

®)
©)

(10)
(11

(12)

_ Uncompensated.care in Kentucky hospitals;

Changes in the health care environment, which may lead to increased levels
of medical indigency, such as health maintenance organization develop-
ment, reduced hospital occupancy and competition in the health insurance
industry; .

Relative county, state and federal responsibilities for health care for the
medically indigent.

The provision of subsidized indigent care in university and university-
affiliated pediatric hospitals; and

Prefiled legislation relating to the provision and financing of health care for
the' medically indigent. :



In August 1985, the Governor created a 36-member committee charged with the
responsibility of developing long range recommendations on the future of the Kentucky
Medical Assistance Program. In September, the Commission on Financing Health Care for
the Medically Indigent requested an extension of the time for its activities from the
Legislative Research Commission, in order to review the final report of the Governor’s
Special Medicaid Program Review Team, due to Secretary Austin by December 2, 1985.
The extension was granted by the Legislative Research Commission.

D. Fundamental Principles and Assumptions

Any public policy relating to health care for the medically indigent must be based
on broad agreement on fundamental principles and assumptions. Thus, the Commission on
Financing Health Care for the Medically Indigent adopts the following statements to serve

as a basis for government and private decmon making in addressing the problem of in-
digent care:

I.- Health care services are necessary to sustain human life and a positive health
status, and should not be explicitly or implicitly denied due to an inability to
pay for needed health care. The Commonwealth commits itself to insuring
reasonable and fair access to basic health care services for its citizens.

2. Reasonable and fair access to-health care services means:

a. Access to an adequate quality of care, as measured by objective outcome
criteria; and

b. Access to an adequate amount of health care, balancing the potentlal
beneflts in relation to the cost; and

c. Geographic access to services within acceptable travel times, depending
on the level of service to be provided; and .

d. Access to health care information on which to base informed choices;
and

e. Financial access to health care services based on a family’s ability to pay.

3. Thelack of an effective health care delivery system and decreased funding for
health related services can be expected to lead to increased medical 1nd1gency
in the population. However, these changes offer the opportunity for creative
intervention and reform.

4. The current system of delivering health care to the medically indigent is
disorganized, and encourages inefficient forms of care. Targeted funding,
uniform screening, case management, risk-sharing, utilization controls and
incentives. for physicians, hospitals and other providers to provide cost-
effective medicine are needed to maximize the available dollars.



Preventive and primary care services, and increased personal responsibility
for one’s own health are essential to insure a cost-effective health care
delivery system for medically indigent persons.

Insuring that health care for the medically indigent is available and providing
for adequate funding is ultimately the responsibility of government at the
federal, state and local levels. This responsibility can be met through govern-
ment programs, public/private sector cooperative efforts, support of volun-
tary programs and regulatory or statutory mandates.

Assuring reasonable and fair access to health care services for medically in-
digent persons is an attainable objective, given judicious use of resources and
a pluralistic, cooperative effort among policymakers, government officials,
payors and providers of health care services.






CHAPTER 11
THE PROBLEM OF MEDICAL INDIGENCY
- A. Why is Medical Indigency a Problem?

Scenarios. There are flaws in our system of f'inancing and delivering health care to
the medically indigent which have serious ramifications for people seeking care, govern-
ment agencies, taxpayers and providers of health care services. The Scenarios in Appendix
B illustrate existing problems: ' | '

*  Families without access to health insurance at group rates, or who cannot af-
ford the cost of continuation coverage if the head of household becomes
unemployed;

* Individuals who forego breventive health care (such as prenatal services)
_because of the immediate out-of-pocket expense, resulting in high cost
catastrophic care (such as neonatal services);

* Persons with chronic conditions who cannot obtain health insurance or
whose insurance is limited by pre-existing conditions provisions;

®  Older people who cannot become eligible for Medicaid unless they are institu-
tionalized, even though in-home services would be a less costly and more
humane alternative to institutional long term care;

*  Persons who qualify for Medicaid despite the existence of substantial real
-and personal assets; ‘ '

*  Young adults Working at low paying, service-oriented jobs whose employers
do not provide health insurance as a benefit; :

®* Persons with terminal illnesses who are unable to continue working and
whose health group insurance benefits run out after one year;

o Indigent care programs which cover the cost of hospital inpatient care but do
not cover the cost of less costly outpatient alternatives; :

*  Physicians who become overwhelmed by the volume of indigent care they are
providing and who are unable to compete in the competitive health care en-
vironment; -

* Hospitals which provide a disproportionate amount of indigent care and
begin to face the possibility of closure unless they limit their indigent care
commitment; :

*  Alternative delivery systems (such as health maintenance ’organ‘izations)
which negotiate hospital discounts for their patients, thereby restraining the
~ability of the hospital to cost-shift to private pay patients; and



e Commercial and non-profit health insurance companies which negotiate dis-
counts for their subscribers to remain competitive with the alternative
delivery systems, and then are accused of msensmvuy to the problem of in-
digent care.

Problem Statement. The central issue related to health care for the medically in-
digent is that people exist who are in need but cannot afford health care. Needless suffer-
ing, pain and disability, as well as premature death, have measurable social and economic
consequences. Unmet health care needs directly result in a reduction of a person ’s range of
opportunity and constitute an unacceptable waste of human resources and potential.

Although medical indigency is a problem across the nation, concern in any par-
ticular state depends on the history of the development of the health care delivery system,
political forces, geographic factors and economic conditions therein.

Geographic Accessibility. Geographic location is a major barrier to receiving
health care services in Kentucky and significantly affects access for the medically indigent.
Some areas of the state have no health services for medically indigent persons; this lack par-
ticularly affects older people and others without transportation. There are hidden private
- costs associated with traveling long distances to obtain health care, including personal
transportation costs, living expenses while away from home, time away from employment
and loss of family contact and support. In addition, distantly located health care often en-
courages delays in obtaining treatment. By the time an indigent person seeks health ser-
vices, he or she may be seriously ill and require expensive acute care.

Financial Accessibility. Financial access is closely related to eligibility for public
“health insurance programs, such as Medicaid and Medicare, and coverage by private health
insurance policies. Even in those instances where people are apparently insured, there may
be serious gaps'in coverage that could result in a lack of financial accessibility to health
care. For example, although the Kentucky Medical Assistance Program now covers about
50% of persons under the poverty level some providers are reluctant to accept Medicaid
patients. A 1981 LRC study found that 85% of physicians were participating in Medicaid,
but that over 50% of participating physicians saw fewer than 49 Medicaid patients annual-
ly.! Similarly, an analysis by the Department for Health Services of 1984 of primary care
physician participation in the Kentucky Medicaid program showed that 51.3% of primary
care physicians in Kentucky do not participate, and only 20.5% of Kentucky physicians
participate to the extent they receive in excess of $5,000 annually in Medicaid reimburse-
ment (representing an average of 100 Medicaid clients).

Moreover, nearly every person over age 65 receives Medicare benefits but approx-
imately 28% of Medicare recipients do not carry supplemental insurance to cover the
substantial copayments and coinsurance required under Medicare.? For the non-aged
population, private insurance coverage is now considered to be much less comprehensive
than previously believed: 26% of persons receiving health insurance through their
employers can be considered to be ‘‘underinsured.’’3 '



Another dimension of medical indigency is the obvious financial consequences for
families with inadequate health insurance coverage who incur catastrophic medical ex-
penses. Banks and other lending institutions have anecdotally observed that health expenses
are a major contributor to bankruptcy for individuals and families. A 1978 study in New
York showed the cost of health care as a major cause of bankruptcy in approximately 5%
of the cases studied and as the fifth greatest area of debt.# Financial stress is also associated
with family disruption and violence. ‘

Practical Accessibility. Another aspect of health care access can be described as
“‘practical accessibility.”” The current system of delivering and financing health care to the
medically indigent can be viewed as an unstructured complex of services which only the
most resourceful can negotiate. The sickest and neediest people may lack the strength and
~ resources to locate service providers, to contend with the eligibility determinations process, -

~ make appointments and advocate for their health needs. Thus, the maze of eligibility re-
quirements, service providers and programs, and variable fee schedules may pose a signifi-
cant barrier for even those individuals who qualify for subsidized care.5 Other pracucal ac-
cessibility factors particularly affecting the medically indigent include excessive waiting
times, complicated appointment protocols and referral mechanisms, inconvenient hours of
operation and intimidating facilities.

Uncompensated Care. For many health care providers, the problem of medical in-
digency is one of uncompensated care, including charity care, bad debt and contractual
allowances. To the extent that the financial burden for providing health care to the medical-
ly indigent is overwhelming or unevenly distributed, the result can be *‘provider burn out’’;
cynicism and allegations of discriminatory treatment based on ability to pay for services. -

Although uncompensated hospital care is not new, there is some evidence that the
proportion of uncompensated care is increasing.6 Uncompensated care is paid for in three
ways: (1) lower provider incomes and profit margins, (2) tax revenues, or (3) cost shifting to
less aggressive purchasers (employers and insurers).” The recession in the early 1980’s, the
implementation of Diagnosis Related Groups in the Medicare program, cost containment
by Medicaid, discounting by large insurers, utilization controls and pressure by employers

“to reduce health insurance premium costs may be contributing to higher levels of un-
compensated care. Although bad debt and charity accounts for only- 6% of hospital
revenues nationwide,® and 6.3% in Kentucky,? the uneven distribution of indigent care
places some hospitals at a distinct competitive disadvantage. Teaching hospitals have tradi-
tionally carried a large proportion of the indigent care costs and are now running deficits or
having to limit their charity admissions. In addition, as the health care environment
becomes more competitive and cost-conscious there are increased incentives to deny treat-
ment or transfer indigent patients to those hospitals which will still admit them, thereby ex-
acerbating the already inequitable distribution of indigent care. A reasonable assumption is
that hospitals facing financial pressures will cut back on charity care to protect themselves
from losses.



Inefficiency in the Provision of Care. Finally, many current health care financing
mechanisms for the medically indigent encourage inefficient forms of care. Public pro-
grams are targeted at specific recipients for specific services. Often, the only care available
to the medically indigent is hospital care partially because those limited government fun-
ding programs for the medically indigent have focused primarily on treating the most acute-
ly ill patients. Utilization of hospital emergency rooms for basic health care services has
been well documented.!® Many pregnant women do not receive prenatal care services, even
though prenatal care is widely acknowledged to result in later cost savings for delivery ser-
vices and neonatal intensive care.i1 In a fragmented service system where only the most
urgent health needs are met, the cost-saving advantages of a comprehensive health delivery
system are completely unavailable to the indigent patient. In addition, the utilization con-
trols such as preadmission hospital review and mandatory second opinions for surgery
found in most health insurance programs are generally unavailable in programs serving the
medically indigent. Thus, the argument can be made that current allocations for indigent
care are not expended in a cost-effective manner and contribute to the sentiment that pro-
gram expansion or new program development should not occur until existing programs are
operating at maximum efficiency. Meanwhile, the costs of medical indigency have con-
tinued to escalate.

B. Who are the Medically Indigent?

1. Alternative Definitions of Medically Indigent ,

Medical indigency is a complex function of level of poverty, health insurance
coverage and need for medical services. A widely accepted definition of the ““medically in-
digent”’ is they are persons who are uninsured by public or private health insurance, lack
adequate health insurance coverage or both. However, in their attempts to assess the need
for indigent care programs and to serve some segment of this population, state commis-
sions, research organizations and policy makers have narrowed this definition. Conse-
quently, people believed to constitute the medically indigent have come to represent all per-
sons who are below the poverty level and are ineligible for Medicare or Medicaid to

_everyone, regardless of income, with a special focus on the unemployed and persons with
catastrophic medical expenses. Some of the definitions now in use include: '

(1) Persons below a certain percentage of the federal poverty guidelines as set by

the Community Services Administration. In Texas, this is 100% of the pover-
ty guidelines, in Florida 125% and in Indiana 200% .

(2) Persons below a fixed annual income (most frequently this is the State’s
Medicaid income eligibility standard).

(3) Persons without health insurance.

(4) Persons not eligible for governmental assistance programs such as Medicaid,
Medicare or general assistance. ~
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(5) Persons who are recently unemployed.

(6) Persons with inadequate health insurance coverage.
(7) Persons suffering a catastrobhic illness.

(8) Persons lackihg aregular source of medical care.

(9) Persons falling into targeted population groups (Texas—low income women
and minority group members; South Carolina—migrant or seasonal farm-
workers.)

The Commonwealth of Kentucky, through the Cabinet for Human Resources, is
responsible for providing medical care to ‘‘public assistance recipients’’ and ‘‘other persons
eligible for medical assistance’” in accordance with applicable state and federal laws and
regulations (KRS Chapter 205), the agency budget request and actual funds appropriated.
Although the phrases ‘‘indigent persons’’ or ‘‘medically indigent’’ appear frequently
throughout the Kentucky Revised Statutes (See Appendix C), no sta‘tutory definition for
these terms is provided. Further, there is not general statutory obligation for the state to
pay for all indigent care. Thus, we are left with an administrative determination of the
medically indigent through eligibility guidelines for medically needy persons for participa-
tion in Medicaid or other assistance programs administered by the Cabinet for Human
Resources. '

‘ There are several Kentucky statutes that relate to the responsibility of local
government to provide indigent health care. KRS 212.370 requires the Louisville and Jef-
ferson County Board of Health to provide ‘““medical care of the indigent’’ of the city and
county. KRS 212.628 authorizes the Lexington and Fayette County Board of Health to pro-
vide “‘medical care to the indigent’’ of the city and county. Further, KRS 67.083 authorizes
all county fiscal courts to ‘‘appropriate funds’’ for ‘‘hospitals, ambulance service, pro-
grams for the health and welfare of the aging and juveniles, and other public health
facilities and services.”” These statutes leave the defining of the medically indigent to the

“local board of health or fiscal court, since no statutory direction is provided. Kentucky
counties are now spending a total of approximately $6 million per year for hospital indigent
care. ' ' ’ v

| The main purpose of a statutory definition of the medically indigent is to identify
those persons for whom compensation for medical care will be provided and to determine
the level of government responsible for paying for that care. Because a statutory definition
of medical indigency implies a legal obligation to provide care for those so defined, most
states do not have a definition written into statute. In fact, courts in Nevada and California
have held that a state’s provision of Medicaid does not satisfy a general statutory obligation
to provide health care to indigent persons.!2 As a practical matter, such definitions appear
in eligibility guidelines for assistance programs to allow for easy changes to adapt to fluc-
tuations in funding and size of the eligible population without.having to ask the legislature
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to amend state law. Table 4 shows minimum income limitations for the Medicaid, AFDC
and SSI programs in Kentucky. (The percentage figures show the percent of the federal
poverty guidelines represented by each eligibility level.)

TABLE 1

Momhly‘ Income Eligibility Limits

Number of Persons
Program 1 : 2 3 4

AFDC* » $259.00 $314.50 $364.45 $455.10

59% 53% 49% . 51%

ssI* $325.00 $488.00 NA NA
‘Medically Needy* $192:00 $225.00 $267.00 $325.00

‘ : 44%, 38% 36% 37%

F ederal Poverty :

Guidelines* * ,. $438.00 [  $588.00 $738.00 $888.00

SOURCE: *Kentucky Advministrative Regulations (1985)
*#*Social Security Bulletin, July 1985

As Table I shows, Kentucky currently defines a medically needy person (through
Medicaid eligibility standards) as a person earning $192/month (82304/year) or less. Per-
sons receiving aid to families with dependent children and supplemental security income
(for aged blind and disabled persons) are also automatically eligible for Medicaid. This
currently translates into approximately 335,000 total Medicaid recipients.

Some of the definitions of medical indigency in other states can be applied to Ken-
tucky to estimate the cost of including more of the state’s medically indigent under
Medicaid. For purposes of this report, the average Medicaid recipient is assumed to use
$1,032 per year in health services. This figure is derived by factoring out expenditures for
long-term institutional care, mental health clinics, non-emergency transportation, social
services and payments for Part B Medicare coverage. The state’s cost of adding a person to
- the Medicaid program, based on the current matching formula of 70% federal and 30%
state funds would be $309 per year. The following illustrates the cost of expanding
Medicaid based on poverty levels and insurance.
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Income Status. Under current federal poverty guidelines, a person earning less
than $5,250 per year ($437 per momh) is considered impoverished in Kentucky (See Table
2). |

' TABLE 2

Poverty Levels in Kentucky
and Cost of Medicaid Coverage

Level Number Percent Annual Cost
of of of of Adding to
Poverty Persons Total Population Medicaid*
Below 100% 671,491 17.6% $103,376,259*
Below 125% 896,593 23.5% $172,932,777
Below 150% 1,114,064 29.2% $240,131,316
Below 200% : 1,556,638 40.8% $376,886,682

*These figures assume the current 336,940 Medicaid recipients that are already
included in each poverty level; thus, the cost listed is in addition to current ex-
penditures.

TABLE 3
Number of Kentuckians
by Type of Health Insurance

Blue Cross/Blue Shield* 1,127,212
Commercial Insurers’" 1,164,862
Medicare** 490,000
~-Medicaid ‘ 336,940
Health Maintenance
Organizations . 135,000
Uninsured Kentuckians*** 553,217
Total Population 3,815,291

Includes self-insured population.

“*720% of Medicare recipients also carry Medlcare
Supplement Insurance

#**%1984 Data based on percentage estimates
contained in the 1985 Urban Institute study and
| | applied to Kentucky’s population.
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Insurance Status. The cost to the Commonwealth of adding 553,217 Kentuckians
without health insurance to the Medicaid program would be approximately $165 million
per year (based on the state’s share of the matching formula). Table 3 shows the health in-
surance coverage in Kentucky. Also to be considered are persons who are “recently
unemployed.”’ Definitions of the recently unemployed vary by state, but in Kentucky,
statistics are available for persons unemployed for' more than 13 weeks (this is the cut-off
point for payment of unemployment insurance benefits). At present 8.9% (153,294) of
Kentuckians are unemployed, as compared to a national unemployment rate of 6.9%. How
many of these persons have insurance through a family member or are covered under a
public or private insurance program is unknown. Assuming that these persons’ health in-
surance benefits were lost when their jobs were terminated, the cost of adding the
unemployed, regardless of resources, to Medicaid would be an additional $47.4 million per
year in state funds. '

Finally, it should be noted that if the eligibility guidelines for Medicaid are raised,
federal law requires that eligibility guidelines for AFDC must also be raised. The AFDC in-
come standard is currently set at 133% of the medically needy income guidelines under
Medicaid. Thus, to raise eligibility levels under Medicaid, the AFDC income standard
would have to be adjusted accordingly. (The Cabinet for Human Resources has estimated
that each 10% raise in the AFDC standard would cost the Commonwealth $4.3 million in
‘state funds.) Of course, these restrictions would not apply to a separate pool of state
general fund dollars to fund indigent health care.

2. Commission’s Definition of ‘‘Medically Indigent”’

In addition to identifying persons eligible for compensated care, there are other
purposes for deflmng the term “medlcally indigent.”” They include: (1) to delineate the
target populatlon for this report; (2) to establish a uniform definition for use by
policymakers, including legislators, executive agency officials, administrators of local
government programs and health care providers; and (3) to pose the question of whether a
uniform definition should be used by agencies of state and local government administering
~programs serving persons with limited access to health care services.

The Commission considered but did not adopt a recommended statutory defini-
tion of the term ‘‘medically 1nd1gent > Instead, the Comm1551on adopts and recommends a
working definition of the term ‘‘medically indigent”’.

The current estimate is that 193,626 Kentuckians are below 100% of the poverty
level and are not covered by public or private health insurance. This estimate is based on ex-
trapolations from the 1985 Urban Institute study set forth in Table 11. The number of per-
sons in Kentucky with medical expenses exceeding 50% of pre-tax income is estimated to be
less than 1% of the total population, or no more than 38,000 persons.
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RECOMMENDATIONS:

l. Any person with income not exceeding 100% of the federal poverty level as
- established by the Community Services Administration ($5,250 per year), and who is not
covered by Medicare or Medicaid or other government subsidy and who has no private
health insurance coverage; or

2. Any person incurring medical expenses within a calendar year that exceed 50%
of the person’s pre-tax income for that year. A

3. Review of National Studies Estimating the Extent of Medical Indigency

As the concern about the rising numbers of the medically indigent has grown,
discussion of the problem has been hampered by a lack of reliable state-specific data
estimating the number of- people affected. Several states have conducted household
surveys, asking questions on the number of individuals covered by private health insurance,
Medicare and Medicaid and on the extent of insurance coverage. In the absence of such a
survey in Kentucky, we must rely heavily on national estimates.

The three nationally recognized studies discussed in this study are limited by
definitional problems and certain aspects are now becoming outdated. These studies do,
however, provide rough estimates of the numbers of uninsured and underinsured persons,
and some descriptive information regarding the characteristics of the medically indigent
population.

Virtually every national study and analysis has concluded that the number of
uninsured persons has increased in the 1980’s as a result of the 1981-82 recession, increasing
employer consciousness about rising health care costs, the shift from a manufacturing toa
service-based economy and the increase in female-headed households.!3 In 1963, 30% of
the population lacked any type of health insurance coverage. This proportion steadily
decreased during the 1960’s and 70’s so that by -the mid 1970’s the proportion of the
population without health insurance was about 12%. For a number of reasons described in
the various studies, this trend then reversed itself and the numbers of uninsured and
underinsured people began again to rise.!# The following is a brief summary of the major
national studies and analyses conducted since 1977 estimating the number of uninsured and
underinsured people in the United States and their demographic characteristics.

‘a. National Center for Health Services Research (NCHSR): 197715 -

This study is based on data from the 1977 National Medical Care Expenditure
Survey, a comprehensive 18-month household survey. Six household interviews of a nation-
wide sample of over 40,000 individuals were conducted over an 18-month period during
1977-78. NCHSR found that, nationwide, 26.2 million persons, or 12.6% of the civilian
noninstitutionalized population, were uninsured. The percentage was 16.2% in the South.
Children under age 18 represented 30.4% of the total uninsured population; 12.5% of all
children under age 18 were uninsured. 43.4% of these children lived in households where at
least one member had health insur'ance; 28.2% lived in households where at least one
-member was privately insured. Table 4 contains the summary of other study findings.
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Percent of Persons Nationwide Without Insurance by Selected Characteristics

TABLE 4

Under 18 18-24 Over 65
AGE
12.5% 21.9% 4.3%

White All Others
RACE

11.7% 18.1%

Rural Urban
PLACE OF
RESIDENCE 18.0% 12.0%

SOURCE: National Medical Care Expenditure Survey, 1977

There was very little variation in health insurance coverage between the sexes or in
a self assessment of perceived health status. Educational status was a significant predictor
of health insurance coverage; fewer years of education correlates with a lesser likelihood of
having health insurance. In a further analysis of the National Medical Care Expenditure
Survey, Karen Davis and Diane Rowland concluded that 8.6% of the population was
always uninsured during a given year, while another 7.5% were uninsured during part of
the year.!¢ For the population under age 65, 9.5% were always uninsured and 8.3% were
uninsured part of the year. Nearly one-third of all persons aged 19-24 were uninsured dur-
ing the course-of a year. Davis and Rowland also concluded that in the South, 20.5% were
uninsured part of the year and 11.6% were always uninsured, due to the nature of the
employment and less extensive unionization. Low income people and blacks are far more
likely to be uninsured part of the year than other segments of the population. The authors
cautioned that any study taking a snapshot view of the uninsured at a-given point in time
understates the number of people who spend some portion of the year without health in-
surance. Similarly, relying on a percent of the total population who are uninsured will
always overestimate the extent of the problem since nearly every person over age 65 is
covered by Medicare.

b. Robert Wood Johnson Foundation Study: 1982!7

This study was drafted using data from the 1982 National Access Survey con-
ducted by Louis Harris and Associates and additional analyses by the University of
Chicago, Center for Administration Studies. The data was collected from telephone inter-
views with 6000 randomly selected adults and children.
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The study showed that 8.2% of the total population was uninsured, but that 12%.
of Americans have ‘‘particularly serious trouble coping with the medical care system”’
because of a lack of health insurance coverage, other financial problems, or a lack of
knowledge about where to seek care. The relatively low percent of uninsured can be at-
tributed to the fact that the insurance status of the adult interviewee was automatically

assigned to his or her dependents. A summary of the other study findings can be found in
Table 5.

TABLE 5

Percent of Persons Nationwide Without Insurance by Selected Characteristics

Under Age 17 10.2%
Place Rural 9.2%
of -
Residence Urban 7.8%
White 7.1%
Adults Race Black 11.9%
Hispanic 14.5%
Employed 7.1%
Employment Status Unemployed 28.6%
. Not in
Labor Force 7.9%
Below 158%
of Poverty ' 20.1%
Families with Seriously 111 Member Total 9.2%
Resulting in
Major Financial
Problems 2.6 **

*Represents 22.7% of families with a seriously ill member.

SOURCE: Robert Wood Johnson Foundation Study, 1982

c. Urban Institute Study: 198218

This study was conducted using 1982 population survey data. The study showed
that in 1982, 14.4% of all persons were uninsured; one-third of whom were children. 27.4%
of uninsured children were living with an insured adult. In the East South Central Region
19.6% of the population was uninsured. Other study findings are summarized in Table 6.



TABLE 6

Percent of Persons Nationwide Without Insurance by Selected Characteristics

Under Age 19 - 17.7%

Under Age 65 . 16.5%

’ Employed 52.3%

AGE Unemployed ' 15.6%
, Disabled 1.3%

Between 19-64 Housekeepers 16.2%

Retired 8.4%

, Students 6.1%

Percent Below 100% ‘ 35.4%
of Between 100-199% 29.3%
Poverty Between 200-299% : 15.9%
Level Between 300-399% 8.6%
| Over 400% : 10.8%

SOURCE: Urban Institute Study, 1982

d. Committee on Ways and Means: 198219

A 1982 background report on poverty by the Committee on Ways and Means of
the U.S. House of Representatives concluded that 17.4% of the total population was unin-
sured and that 30% of the uninsured population had incomes below the poverty level.

e. National Center for Health Services Research: Analysis of the Underinsured?’

This'study was based on the 1977 National Medical Care Expenditure Survey and
focused on persons who had health insurance at least part of the year. The substantial gaps
in insurance coverage illustrated that simply using a fixed percentage of uninsured persons
will severely underestimate the extent of the problem. The authors concluded that 13% of
- the insured population had inadequate health insurance coverage, using as a measure of in-
adequacy potential out-bf—pOcket expenses exceeding 10% of a family’s income.

f. Urban Institute Update: 198521

This study used current population surveys from 1980, 1982 and 1983 to estimate
the increase in the number of uninsured persons from 1980-1984. The author estimated that
the proportion of uninsured under age 65 had increased from 14% of the population in
1980 to 16% in 1983-84. Preliminary estimates for 1984 were that the proportion of the
population under age 65 who were uninsured had remained stable in 1984 at a little over
16%. Table 7 contains summaries of other study findings.



TABLE 7

National Population Uninsured by Employment Status

Year ]
1980 | 1983
Persons employed 33% 25%
Persons unemployed 27% 31%
Uninsured children
living with an — 33%
insured adult

SOURCE: Urban Institute Update, 1985

Katherine Swartz emphasizes the importance of family income as a predictor of
insurance status: almost two-thirds of all the uninsured have incomes below 200% of
poverty level. She also sets forth the proposition that the 1981-82 recession caused many
families to lose their health insurance when primary wage earners lost their jobs—in con-
trast to previous periods of unemployment when secondary earners were more likely to be
unemployed. The depth of the recession in the manufacturing sector in 1981-82 also in-
creased the number of persons without health insurance, since health insurance is a widely
held benefit in manufacturing.

According to Swartz, the proportion of young adults ages 19-24 without health in-
surance increased between 1980-1983 from one-fifth to one-fourth of that population.
Adults between ages 50-59 have improved their health insurance status somewhat during
the same period; 11% of all adults ages 50-59 had no health insurance in 1983, compared to
13% in 1980. Nearly 25% of all people living in a female-headed household were uninsured
in 1983. Table 8 summarizes data for the period between 1980-83.

In summary, Swartz said income and employment status are by far the highest
predictors of health insurance status. Age, race, sex of family head, education of family
head, the presence of dependent children, occupation and industry were of little importance
relative to income and employment status. According to her estimates, the proportion of
the population without health insurance decreased steadily through 1980, then increased in
the period between 1980-83 and leveled off in 1983-84. Four events may have triggered the
reversal of the post war trend toward reducing the number of uninsured: the recession of
1981-82, the recession’s impact on employers’ consciousness of rapidly rising costs for pro-
viding health insurance, cutbacks in Medicaid eligibility coupled with an increase in the
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number of female-headed households, and the increasing numbers of persons with chronic
illness who are unable to obtain insurance due to adverse medical histories.

TABLE 8

National Population Uninsured by Age and Income Level

1980 1982 1983
Number of Uninsured 28.7 millon 30.7 million 32.7 million
Percent of Population 14.4% 15.2% 16.05%
Percent Children Uninsured 16.7% 17.3% 17.7%
Percent Below 100% 28% 33.5% 35%
of 100-200% 29% 30% 29%
Poverty 200-300% 19% 17% 16%
Level 300-400% 10% 8.5% 9%
400% + 14% 11% 11%

SOURCE: Urban Institute Update, 1985

4. Analysis of the National Studies

The findings of the major national studies and analyses are difficult to juxtapose
due to the differing methodologies, variations in definitions, and the various sampling
strategies. For example, the Urban Institute focused on only people under age 65; whereas
the National Center for Health Services Research study surveyed the entire population.
Each study used a different method of determining whether an individual had health in-
surance; the Robert Wood Johnson study assumed similar coverage for the entire family if
the head of household identified himself as having health insurance. Studies also vary as to
whether the individual surveyed was covered only at one point in time or had insurance
coverage for the entire year. Even among those identified as having health insurance
coverage, it is uncertain whether the self-reporting of complex insurance coverage was ac-
curate, or whether their health insurance policies might be subject to substantial limitations
of which the individual surveyed was not aware, such as limitations on pre-existing condi-
tions or specific illnesses. Nonetheless, some striking similarities do exist, which are sum-
marized in Table 9.
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TABLE 9
Percent of Persons Without Insurance by Selected Characteristics
(Based on findings of Urban Institute, National Center for Health
Services Research and Robert Wood Johnson Foundation Studies, 1977-1985)

Geographical Total U.S. Population Without Insurance: 8-16%
Region Total Southern Population Without Insurance: 12-19%
Under Age 18 10-17%
Age Ages 19-24 20-25%
Under Age 65 12-16%*
Children 30-34%
Other Adults 52-66%
Employed Black 12-18%
Over Age 65+ And Not Covered by Medicare 1-4%
Percent Always Poor 14%
Uninsured by Near Poor 12%
Income Level Middle Income 7.6%
High Income 4.9%
Below 100% 28-35%
Percent of Between 100-199% 29-30%
Poverty Level Between 200-299% 16-19%
v Between 300-399% 8-10%
H { Over 400% of Poverty 11-14%

|t *Uses higher range Robert Wood Johnson Foundation figure showing serious difficulty
in obtaining medical care.

5. Review of Kentucky Study Estimating the Extent of Medical Indigency

Most estimates of the extent of medical indigency in Kentucky are reached by
deducting the number of Medicaid recipients from the total number of persons with in-
comes under 100% of the poverty level. Some problems in this approach include the ex-
istence of as many as 100,000 Medicare recipients under the poverty level (some of which
also qualify for Medicaid), several thousand Medicaid recipients above the poverty level
but who have qualified under Medicaid spend-down provisions, and an unknown number
of persons with incomes below the poverty level who nevertheless have private health in-
surance. For these reasons, it was decided to calculate the number of uninsured Ken-
tuckians using national surveys as a basis for estimating the number and describing the
characteristics of medically indigent persons. At least one study of Kentuckians, a 1983
University of Kentucky Martin Center survey, has been published which validates the
results of the national studies.

University of Kentucky Survey: Access to Health Care in Kentucky??
In a statewide telephone poll of 969 Kentuckians conducted in fall of 1983, the
University of Kentucky James W. Martin Graduate Center for Public Administration
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found that 18% of Kentuckians indicated that they were ‘‘not covered by health in-
surance.’”’ Seventy percent of those persons with health insurance coverage stated they had
obtained it through their employers. Only 82% of the population with health insurance
were confident that their health insurance ‘“would meet the cost of a major illness’’ in their
family. Because of the problems inherent in a telephone survey of low income people, and
the relatively low number of respondents, the 18% figure cannot be considered conclusive,
but can be used as a general indicator of the proportion of medically indigent persons in the
Commonwealth.

6. Estimates of the Number and Characteristics of Medically Indigent Kentuckians
The Kentucky population 1979, 1980 and 1985 are as follows:

TABLE 10

Kentucky Population by Year

1979 (Census) 3,559,034
1980 (Estimate) 3,660,777
1985 (Estimate) 3,815,291

SOURCE: How many Kentuckians: Population Forecasts 1980-2020, 1983

The Urban Institute estimate of the proportion of persons without health in-
surance in 1984 was 14%, and slightly higher for the South. A key predictor of health in-
surance status is employment. Kentucky’s unemployment rate has declined from 11.7% in
1983 to 9.3% in 1985, but still lags 1.8% behind the rest of the nation. Despite reduced
unemployment rates in Kentucky, the number of persons in the civilian labor force has not
increased significantly in the last three years, indicating that the number of people with ac-
cess to employer-sponsored health insurance has not increased significantly in Kentucky.
Thus, there is no reason to believe that the proportion of persons without health insurance
has declined in Kentucky since the 1984 national estimate. Using the 14.5% figure applied
to Kentucky’s 1985 population, and the midpoint on other national estimates characteriz-
ing the medically indigent population, the estimates are given in Table 11.
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TABLE 11

Estimates of Uninsured Kentuckians by Selected Characteristics*

Percent of All
Number Kentuckians
Total Uninsured Kentuckians 553,217 14.5%
Under 65 539,429 16.0%
Age Between 0-19 166,254 13.5%
Between 20-24 76,237 22.5%
Percent Below 100% 193,626 35%
of Between 100-200% 160,432 29%
Poverty Over 200% 199,159 36%
Total Employed Uninsured Kentuckians 287,672 52%

*Based on percentage estimates contained in the 1985 Urban Institute study and applied
to Kentucky’s population.






CHAPTERIII
ROLE OF FEDERAL, STATE AND LOCAL GOVERNMENT
A. History and Legal Authority

In Kentucky, by legislative action and court decisions, the primary responsibility
for caring for the medically indigent historically has resided in the counties. This respon-
sibility was limited, however, by a 1947 court decision (City of Paducah vs. McCracken
County, 305 Ky 539) which at that time construed the state statutes as limiting the duty of
the county to care for its medically indigent citizens to their ability to pay, and said that
cities should share in that duty. Thus, in reality, responsibility for providing health services
to the medically indigent was shared by city, county and state government, as well as health
providers and private philanthropic organizations.

This pluralistic effort is best illustrated by a description of the programs serving
the medically indigent during the last 50 years. For example, the Commission on the Study
of Indigent Medical Care, appointed in 1957 by Governor Albert B. ‘“‘Happy’’ Chandler,
listed the following programs serving the medically indigent:

e  The state mental heath program, providing care in mental hospitals;
e  The state tuberculosis program, providing care in TB hospitals;

e  The crippled children’s program;

e  Various service programs operated by the State Department of Health and
local health departments;

e  The vocational rehabilitation program operated by the State Department of
Education;

e  The medical program of the Veterans Administration;
e  The Medicare program for servicemen’s dependents;
e  County programs for reimbursing hospitals for indigent care expenses;

e County owned and operated hospitals, including Louisville General
Hospital, Louisville Marine Hospital, Waverly Hills Sanatorium; and

e Other ad hoc services in various counties, including the Visiting Nurse
Association, university dentistry clinics, county physicians employed to care
for medically indigent persons, drugs purchased by county fiscal courts or
provided gratuitously by pharmacies, and indigent medical care beds in nurs-
ing homes.
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A survey of county judges and hospitals conducted by the 1957 Commission
showed the total county/city expenditures for indigent care to be $2.1 million; charity care
expenditures by community hospitals were estimated to be $1.37 million.

The final report of the Commission, entitled A Long Range Plan: Medical Care
for Indigent Persons in Kentucky, estimated that 12.5% of all Kentuckians (or 400,000 per-
sons) were medically indigent, defined as unable to pay the cost of necessary medical care,
and called for an equitable health care plan that would spread the cost of health care to the
indigent among all taxpayers.23

These recommendations and promises of federal assistance in the form of the

Kerr-Mills Act, passed by Congress in 1960, led to the passage of the Kentucky Medical
Assistance Act (KRS 205.570) in 1960 and establishment of the Kentucky Medical Care
Program on January I, 1961. The program initially covered only public assistance recipients
for minimal essential services including physician care, hospital services, dental care and
drugs; and physician and hospital services to an additional group of medically indigent ag-
ed persons. Nursing home coverage was added in 1963. The program was substantially ex-
panded in 1966 with the implementation of the Kentucky Medical Assistance Program
(Medicaid), made possible by the passage of Title XIX of the Social Security Act in 1965.
The goal of Medicaid was to offer comprehensive medical care to all persons who could not
otherwise afford it.
Under Medicaid, services such as lab and x-ray, home health, community mental health
and transportation were added to the previous program. By 1980, the array of services had
been further expanded to include intermediate care, skilled nursing care, primary care,
screening, family planning, hearing and vision services, and renal dialysis.

Meanwhile, several other programs serving the medically indigent had grown in
size and sophistication. By far the most extensive was Medicare (Title XVIII of the Social
Security Act), a federally funded and administered program providing a hospital insurance
plan (Part A) and a supplemental medical insurance plan (Part B) for persons 65 years of
age and older; and for disabled persons under the age of 65 who receive cash benefits from
Social Security or railroad retirement programs. The Crippled Children’s Commission,
which began in 1927, by 1980 had become a $5.7 million program with nearly 14,500 han-
dicapped children under its care. About ten community health centers had been established
during the 1960’s and early 1970’s, under the auspices of the Office of Economic Op-
portunity ‘““War on Poverty,’’ and later under the Public Health Service. During the 1970’s
public health departments gradually shifted their focus from tuberculosis and other tradi-
tional public health concerns and became service sites for prenatal care, family planning
and well child care; some offered primary care and home health care as well. The Maternal
and Child Health Program, which had been funded by state and federal government since
the 1930’s, was gradually expanded and offered a broad range of services funded by federal
block grant funds, Medicaid, and state general fund dollars. University teaching hospitals
became tertiary care centers, offering sophisticated diagnostic and treatment services to
medically indigent persons.
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State government’s role in developing health services for medically indigent per-
sons was related primarily to the availability of federal and state funds for that purpose,
rather than any specific statutory responsibility to provide health care for the medically in-
digent. KRS 205.520 states, in part, that the Kentucky General Assembly ‘‘recognizes and
declares that it is an essential function, duty and responsibility of the state government to
provide medical care to its indigent citizenry.”” This section suggests that the Com-
monwealth’s responsibility to provide indigent medical care is generally satisfied through
the Kentucky Medical Assistance Program (Medicaid). The extent of that responsibility is
primarily defined by the Cabinet’s eligibility criteria for Medicaid and budgetary limita-
tions. General authority for health and welfare was delegated to the Cabinet for Human
Resources under KRS Chapter 194.

Until 1978, the counties had specific permissive authority to provide needed
health care services to the medically indigent. KRS 67.080 provided that a fiscal court
‘‘...may make provision for the maintenance of the poor, provide a poorhouse and poor
farm, appropriate county funds for the benefit of infirmaries for the sick located in the
county, provide for the care, treatment and maintenance of the sick and poor and provide a
hospital for that purpose, or contract with any hospital in the county to do so.”’ In addi-
tion, KRS 204.050 provided that the county court or the county judge ‘‘...may cause
medical aid to be employed at the public expense for such of the poor of the county as he
deems proper.’” KRS 67.080 was substantially amended by the 1978 General Assembly and
KRS 204.050 was repealed. The provisions of KRS 67.080 relating to indigent care were
replaced by an amendment to KRS 67.083 which permitted the fiscal court to appropriate
funds and employ personnel to provide for ‘‘the provision of hospitals, ambulance service,
programs for the health and welfare of the aging and juveniles, and other public health
facilities and services.”’

The Louisville-Jefferson County Board of Health currently appears to have
specific statutory responsibility for indigent care in their jurisdiction. KRS 212.370 pro-
vides that the Louisville and Jefferson County Board of Health shall have ‘‘exclusive con-
trol and operation’’, subject to the acts of the general assembly and regulations of the
cabinet for human resources, of ‘‘all matters relating to institutions safeguarding the public
health, including city or county hospitals, tuberculosis hospitals, eruptive hospitals,
chronic hospitals, medical care of the indigent and all other matters affecting public
health...”” Fayette County has much more permissive language in KRS 212.628 which says
the Lexington-Fayette County Board of Health may control, operate or monitor all matters
within the county affecting public health including institutions established to safeguard the
public health which may encompass city or county medical facilities, nursing homes, and
medical care of the indigent.

In conclusion, the only direct statutory responsibility for caring for the medically
indigent in Kentucky appears to rest with the Louisville-Jefferson County Board of Health,
under KRS 212.370, and the Cabinet for Human Resources under KRS Chapter 205
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(through the Medicaid program). However, a number of other governmental entities, in-
cluding the Cabinet for Human Resources, units of county and city government and public
health departments, have general authority to provide indigent care services if they so desire
and if funds are available.

B. Federal Programs

1. Medicare

Description. The Medicare program authorized under provision of Title XVIII of
the Social Security Act was enacted in 1965 to provide insurance protection for older people
against the costs of health care. Amendments to the Social Security Act subsequent to 1965
broadened coverage to include some disabled persons and certain individuals suffering
from end-stage renal disease. Medicare is the largest personal health care financing pro-
gram in the United States and, except for Social Security, the largest entitlement program in
the federal budget.

Medicare is provided in two components: Part A, Hospital Insurance (HI), and
Part B, Supplemental Medical Insurance (SMI). HI is received without charge by the aged
or disabled Social Security recipient. People aged 65 or older or disabled people not covered
by Social Security (e.g., federal pension recipients and some self-employed persons) may
purchase Medicare Part A coverage for $174 per month (1985 rate). HI provides coverage
for the cost of inpatient hospital stays and certain post-hospital services.

Coverage under Part B is optional and may be purchased by the recipient for a
monthly fee of $15.50 (1985 rate). SMI provides coverage for physician services and certain
physician-ordered services and supplies, outpatient services, and home health agency ser-
vices.

Recipients are subject to copayment and deductibles, depending on the service
provided, including a $75 per year deductible under both HI and SMI. Generally, after
fulfilling the deductible, 100% of covered hospital costs are paid under HI, and 80% of ap-
proved physician and laboratory services are paid under SMI. However, some services are
subject to different copayments or deductibles.

Eligibility/Number Served. Eligibility for Medicare is open to the following per-
sons:

A. Persons 65 or over entitled to monthly Social Security or Railroad Retirement
payments; or

B. Disabled persons after 30 months entitlement to monthly Social Security or
Railroad Retirement payments; or

C. Persons with end-stage renal disease requiring renal dialysis or a kidney
transplant, if they are currently insured, are entitled to monthly Social
Security benefits, or if they are spouses or dependent children of such per-
sons. Eligibility begins the third month after renal dialysis begins.
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As of 1982, approximately 467,000 Kentuckians were covered by Medicare Part
A—403,000 due to age and 64,000 due to disability.>*

Analysis. Medicare provides health insurance benefits to many Kentuckians who
would otherwise have no coverage. However, there are recurring complaints about
Medicare, because of the considerable copayments and deductibles that beneficiaries must
pay under the program, and because of some gaps in coverage. For example, Medicare pro-
vides little or no coverage for eyeglasses, hearing aids, or prescription and over-the-counter
drugs. Because of these out-of-pocket expenses and coverage gaps, many Medicare supple-
ment policies are offered by commercial insurers.

The Health Care Financing Administration (HCFA) estimates that nationwide
67% of aged Medicare recipients have some form of private insurance in addition to
Medicare, 13% are covered also by Medicaid, and 21% have no other source of coverage.
Although beneficiaries may be covered by other third party coverage, their level of
coverage may still be inadequate to their needs. HCFA also estimates that persons with
both Medicare and private insurance still pay out-of-pocket expenses representing 20% of
their total medical expenditures. Persons with Medicare only and with both Medicare and
Medicaid paid 29% and 4% respectively. Because the researchers did not tabulate insurance
premiums on supplemental coverage as an out-of-pocket expense, the gap between persons
covered by both Medicare and Medicaid and other persons appears larger than expected.

If recipients have other health insurance coverage, whether coverage under a
private supplemental policy or under another public program, Medicare is the payer of last
resort. An individual may also be covered by both Medicare and Medicaid. If the patient is
covered by both, Medicaid is always the payer of last resort. Medicare pays all covered ser-
vices before Medicaid pays any of the services it covers. In Kentucky, Medicaid provides
the following to Medicare-covered individuals:

A. Payment for Medicare Part B premium charges if SSI or State Supplementa-
tion is received.

B. Some recipients in long-term care facilities are allowed an income deduction
to cover Part B charges. Other Medicare covered clients are allowed the
deduction as a spend-down Medicaid item.

C. Payment for Medicare Part B deductibles and co-insurance amounts for
covered outpatient services.

D. Inpatient hospital deductible.

E. Payment for any applicable Medicare Part A co-insurance amount up to the
14th day of readmission during the same Medicare spell of illness.

According to the 1980 federal census for Kentucky, there are 309,662 persons over
the age of 65. The average annual income for a household containing at least one member
aged 65 or older is $6,788. The median annual income for these households is $10,127.
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RECOMMENDATIONS:

1. The United States Congress should insure the solvency of the Medicare Trust
Fund.

2. The Department of Insurance should evaluate available coverage under
Medicare supplemental insurance policies and insure that rate increases of
regulated insurers are justified by claims experience.

3. The Cabinet for Human Resources should consider the implementation of a
state-funded program to pay for services not covered by Medicare, such as
eyeglasses, dentures, and prescription drugs.

2. Veteran’s Programs

Description. The Veterans Administration (VA) was authorized to provide
medical services to entitled veterans of the United States Armed Services under Title 38 of
the Veterans Act of 1958. The VA provides hospital, nursing home, domiciliary care, and
outpatient medical and dental care to eligible veterans primarily through a system of VA
medical centers funded by the Federal Government. It operates 172 hospitals, 220 clinics,
and 89 nursing home units in the United States, Puerto Rico, and the Phillipines.

In Kentucky, medical services are provided primarily through VA medical centers
in Louisville and Lexington. Although there is a VA facility in Fort Thomas, this facility is
under the jurisdiction of the Cincinnati Medical Center. The Lexington center offers more
comprehensive inpatient services than the Louisville center, such as psychiatric care, in-

termediate and nursing home care, and cardiac care. If a veteran needs non-emergent ser-
vices not available in Louisville, the patient is transferred to either the Lexington or In-
dianapolis VA hospital for treatment. If emergent care is needed, the VA medical center in
Louisville has agreements with local hospitals to provide care until the patient can be
transferred to a VA facility.

Both centers offer extensive outpatient services through their outpatient clinics.
Although inpatient services are generally available
to any entitled veteran, services through the outpatient clinics are available only to veterans
meeting certain further requirements explained below.

Eligibility/Numbers Served. Entitlement to medical care is determined on the
basis of length of service and type of discharge. Veterans enlisting before September, 1980
did not have to meet a durational requirement; they were entitled to services even if they
served only one day. For example, the VA cites the case of a Kentucky veteran of World
War II who reported for duty the day the war ended, served less than one day before being
discharged, and was deemed entitled to care. However, under provisions of P.L. 96-461,
any veteran enlisting after September, 1980 must have served at least two years of active du-
tv to be entitled to coverage. Reservists and national guard members are not eligible. In ad-
dition to length of service, the veteran must have been discharged with an other than
dishonorable discharge.
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In order to establish entitlement, the veteran must make application through the
local VA office. Establishing eligibility is a one-time determination which can usually be
made by viewing the veteran’s discharge papers. Only the veteran, not the spouse or family,

is entitled to services.

Inpatient services are open to qualified veterans, although, in the absence of suffi-
cient bed availability, priority is given to veterans with service-connected conditions.

Determining eligibility for treatment at the VA’s outpatient clinics is more com-
plicated, since it is limited according to the degree of service-connected disability and other

factors, as follows:

A. 100% disability—entitled to all services;

B. Greater than 50% but less than 100% disability—entitled to all services ex-

cept dental care;

C. Less than 50% disability—entitled to treatment of service-connected disabili-

ty only;

D. Veterans of World War I and the Spanish-American War—entitled to all ser-

vices except dental care;

E. Veterans who are in need of aid and attendance or who are house-

bound—entitled to all services except dental care;

F. Former prisoners of war—entitled to all services.

The VA estimates that 401,609 veterans currently reside in Kentucky.2s Table 12
glves utilization statistics for federal fiscal year 1985 (October, 1984—September, 1985) for

the Lexington and Louisville medical centers.

TABLE 12

VA Hospital Utilization Statistics

Lexington Louisville
Total Outpatient Visits 107,424 96,601
Average Daily Inpatient Census (Hospital) 732 283
Average Daily Inpatient Census (Nursing
Home) 98 -0-*
Total Beds—Inpatient 904 363
Total Beds—Nursing Home 100 -0-*

*Louisville has no VA nursing home beds.
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Budget/Expenditures. The Lexington medical center’s budget for federal fiscal
year 1985 was $75,868,438.26 The Louisville medical center’s budget for the same period
was $35,000,000.27

Analysis. Although most veterans are entitled to service through the VA system,
many may not take advantage of this service because they have other health insurance
coverage which allows them to more readily access health care coverage from other pro-
viders, or because they live in a community geographically distant from a VA medical
center. While the former may apply more to residents of the Lexington and Louisville

areas, the latter may apply more to residents of the eastern and western regions of Ken-
tucky.

RECOMMENDATIONS:

1. The U. S. Veterans Administration should expand outreach efforts to
publicize health care benefits to eligible veterans.

2. State funded indigent care programs (such as Medicaid and programs
through the local health departments) should assess whether veteran’s pro-
grams are available to their clients and make referrals if appropriate. ’

3. Hill-Burton Programs

Description. The Hill-Burton Act of 1946 (P.L. 79-725) provided a mechanism for
channeling federal aid to states for the construction of health facilities, including hospitals.
The Hill-Harris Amendments of 1954 revised and expanded the Hill-Burton Act to include
funding for modernization or replacement of public and non-profit hospitals. However, a
facility receiving federal construction grants under provisions of the Act had to comply
with certain requirements.

To be granted funds, a state had to establish a Hospital Planning Council to
survey existing facilities to assess the need for new construction. The New York Hospital
Planning Council evolved into the first Certificate of Need (CON) program, being
established in the early 1960’s. By 1980, every state had enacted CON legislation. (Five
states have since repealed their CON statutes.) Further, a facility accepting grants or loans
under Hill-Burton agreed to two separate obligations:

A. To provide a specified percentage (usually 5%) of uncompensated care for a
20 year period; and

B. To not discriminate in the provision of service based on ability to pay for
emergency services.

No funds have been provided under the Hill-Burton Act since 1974. The bulk of
funds were provided in the early and mid-1960’s.

Eligibility/Number Served. As of January 1, 1985, 123 Kentucky health facilities

were under a Hill-Burton obligation to provide uncompensated care. Table 13 lists the
number of these facilities classified by type.
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TABLE 13

Number of Kentucky Facilities with a Hill-Burton

Requirement by Type
Private non-profit hospitals 35
Public non-profit hospitals 28

Public health centers (especially local
health departments) 46

Nursing homes

Rehabilitation centers 6

Out-patient clinics

Total of all facilities 123

When these facilities’ obligations will be fulfilled depends upon several factors.
Although the obligation is scheduled to be fulfilled 20 years from the date the construction
at the facility was completed, this date can only be used as a guideline. To fulfill its obliga-
tion, the facility must provide a yearly dollar amount of uncompensated care equal to the
lesser of 10% of the amount of Hill-Burton funds received or 3% of the facility’s operating
costs minus any Medicaid or Medicare payments received by the facility. If a facility pro-
vides more uncompensated care in a year than the yearly target amount, its obligation can
be fulfilled in less than 20 years. Conversely, if it provides less, its obligation will be extend-
ed beyond the 20 years. As of January 1, 1985, the last Kentucky facility’s Hill-Burton
obligation is scheduled to be fulfilled in the year 2000.

Table 14 lists the amount of funds received by Kentucky facilities to which an
obligation for providing uncompensated care is attached.

The current yearly obligation for uncompensated care held by Kentucky health
facilities under the Hill-Burton Act provisions is approximately $8.83 million.

Analysis. As previously stated, funds under Hill-Burton have not been allocated
since 1974. Many Kentucky facilities will be under an obligation to provide uncompensated
care for at least 15 more years. Although hospitals are the primary health facility with an
obligation, other types of facilities are also under obligation. A list of these facilities and
their obligations is included in Appendix D.
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TABLE 14

Amount of Funds Received by Kentucky Facilities
Under the Hill-Burton Act (in Millions)

Funds directly under Hill-Burton Act $72.6

Supplemental funds under the Appalachian
Regional Development Act and the Public
Works and Economic Development Act $11.9

Interest subsidy on loans $ 3.8

Total Funds Under Hill-Burton Obligation $88.3

RECOMMENDATIONS:

1. The Cabinet for Human Resources should monitor and assure compliance
with Hill-Burton requirements as a condition of licensure.

2. The Kentucky Hospital Association should encourage provider referrals to

facilities with a Hill-Burton obligation and publicize the fact of the obliga-
tion.

C. Joint Federal/State Programs

Since the early 1960’s, Kentucky has made substantial efforts to provide health
care services for its medically indigent citizenry. Bolstered by a similar commitment from
the federal government, there are now a number of joint federal/state programs seeking to
serve medically indigent persons through reimbursement to providers, targeting services for
specific underserved populations and through the direct provision of health care services.
This section of the report provides information on each of the various programs, including
a program description, eligibility requirements, budget and expenditures, an analysis and
recommendations.

One observation made by program analysts and the Commission members was the
apparent lack of coordination among the various programs designed to serve the medically
indigent. It has been suggested that serious efforts should be made to fully coordinate the

activities of the various programs, including eligibility, reimbursement for services, and ser-
vices integration and coordination.

RECOMMENDATIONS:

1. A single health care authority should be appointed to administer health care
programs for the medically indigent (including Medicaid, maternal and child
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health, public health departments, primary care centers, state funding of
university hospitals and other programs) as well as admlnlstermg the health
insurance contract for state employees, teachers and retirees.

2. The Commission adopts the summary and recommendations of the Gover-
nor’s Special Medicaid Program Review Advisory Committee.

1. Kentucky Medical Assistance Program (Medicaid)

Description. The Kentucky Medical Assistance Program (Medicaid) is the largest,
most comprehensive program financing health care services for medically indigent persons
in the state. Medicaid covers a broad array of services and, with some limitations, can be
described as a comprehensive health insurance package for those persons who qualify.
Because of its size and scope of coverage, Medicaid has a definite impact on the financing
and delivery of health services to the medically indigent in the Commonwealth.

Medicaid covers the following mandatory services: hospital (inpatient and outpa-
tient), physician, skilled nursing, home health, family planning, screening, lab and x-rays,
dental, transportation, vision care and hearing care. In addition, Kentucky has elected to
provide the following optional services: pharmacy, intermediate care, Medicare premiums,
community mental health center services, mental hospital, renal dialysis, primary
care/rural health clinic, podiatry, Alternative Intermediate Services for the Mentally
Retarded (AIS/MR), ambulatory surgery, home/community based waiver, adult day care,
nurse midwife and nurse anesthetist services. See Appendix G for Medicaid services by date
of implementation. A brief history of the Medicaid program is found in Chapter I1I under
‘‘History and Legal Authority.”’

Eligibility/No. Served. Medicaid remplents are comprised of two major groups:
the categorically needy and the medically needy, both receiving the same benefits under the
program. The ‘“‘categorically needy’’ are recipients of cash assistance through Supplemen-
tal Security Income (SSI), Aid to Families with Dependent Children (AFDC) or State Sup-
plementation to SSI. Coverage of the categorically needy is mandated by federal law.

The ““medically needy’’ are persons who meet the technical eligibility criteria for
AFDC or SSI but whose income or resources exceed the limitations qualifying them for
cash assistance. The medically needy group is an optional component of the program, i.e.
the states decide whether to participate. In Kentucky, both the categorically needy and
medically needy groups are covered; in addition, Kentucky has chosen to cover children
and parents in unemployed families, despite the fact that these families do not receive
AFDC cash payments in Kentucky (although federal funds are available to match state
funds for this purpose). Unemployment is generally defined as follows: employment of less
than 100 hours per month by a person with prior labor market experience, with certain
employment registration and employment search requirements; not on strike or temporari-
ly unemployed due to weather conditions, and available for full time employment.
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Federal law provides the state the opportunity to cover several other groups not

currently funded in Kentucky. These groups, the estimated number of persons and cost of
coverage include:

(D

)]

3)

Children between the ages of 5 and 21 who live in low income, two-parent
families. Coverage of these children, sometimes referred to as ‘‘Ribicoff
children,”” is allowable under DEFRA provisions. The Kentucky Medical
Assistance Program currently covers only those children born on or after Oc-
tober 1, 1983 and between birth and age S. Due to the effective date of the
federal legislation, only children between birth and age 2 are currently
covered by the Kentucky Medical Assistance Program. To be eligible, the in-
come of the child’s family must fall below income limits for the program, but
no technical eligibility factor (such as incapacity, desertion, or death of one
or both parents) must be established to qualify for the program. CHR has
estimated that more than 15,000 children could potentially qualify if this op-
tion were exercised, at an estimated cost of $13.5 million.

Children between the ages of 18 (if not in school), or 19 (if in school) to age
21, who live in low-income, one-parent families. KMAP provided coverage
to these children until October, 1981, when eligibility was scaled back as a
cost-cutting measure, in response to the OBRA changes. To be eligible , the
income of the child’s family must fall below income limits for the program
and a technical eligibility factor (such as incapacity, desertion, or death of
one or both parents) must be established. CHR has estimated that more than
3,000 children could potentially qualify if this option were exercised, at an
estimated cost of $2.0 million.

All families below the poverty level meeting AFDC technical eligibility re-
quirements. Federal law requires that the medically needy income level be set
at no more than 133 1/3% of the AFDC payment level although the income
level can be set anywhere between 100% and 133 1/3% of the maximum pay-
ment level. Thus, in order to cover all families under the federal poverty
guidelines, the General Assembly would have to approve an increase in the
maximum AFDC payment amount so that the combined amount received
from the AFDC payment and food stamps can be raised from the current
56% of the federal poverty guidelines to 100%. (See Chapter 1 for poverty
guidelines). Estimates provided to the Eligibility Subcommittee of the Special
Medicaid Program Review Advisory Committee projected such an increase
would cost $135.4 million ($39.6 million in state funds) for increased AFDC
payments to currently eligible persons and an undetermined amount in addi-
tional Medicaid funds. A 33% increase in the AFDC payment would add an
estimated 13,500 new AFDC recipients and 3,200 new medically needy reci-

pients at a cost of $61.4 million in AFDC costs and $3.6 million in Medicaid
COsts.

Appendix F includes a detailed description of Medicaid eligibility groups.
The Medicaid program currently covers about 343,000 persons in Kentucky. The
vast majority of these persons live in families with incomes significantly below the poverty

level. Table 15 gives the average number of recipients participating in Medicaid as of July
1985, by eligibility group.
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TABLE 15

Kentucky Medicaid Participation by Eligibility Group*

No. of
Eligibility Group Participants
, Aged, Blind and Disabled-SSI - 97,458
Categorically AFDC recipients & relatives 160,186
Needy Children in federally
subsidized adoptions 191
Children in foster care 1,535
Children under age 5 in
intact families 844
Total Categorically Needy 260,967
Aged, Blind, Disabled-SSI 2,107
Other Aged, Blind, Disabled o 13,701
Medically Children deprived of support &
Needy specified relatives - 26,954
Unemployed parents & children 33,120
Children in psychiatric hosp. 91
Children in foster care &
state subsidized adoptions 2,399
‘Total Medically Needy 78,372

*As of July, 1985

Budget/Expenditures. Medicaid has increased from 2.5% of total general fund
expenditures in 1969-70 to a projected 7.0% in FY 1985-86, or a 1,140% increase in general
fund expenditures during this period. Appendix G shows historical and projected Medicaid
expenditures and services.

" The Medicaid program had a FY 1985 budget of $547.2 million. Because of a
potential $49.5 million budget deficit in FY 1986, program reductions were made in
August, 1985 in the following service areas: hospital, skilled nursing, intermediate care,
physician, community mental health, home health, mental hospital and primary care ser-
vices. High growth areas of the Medicaid budget include hospital services, skilled nursing
services, intermediate care services, transportation services, pharmacy services and mental
hospital services. . : -

In total, institutional services comprise 66% of the Medicaid budget. This is
despite significant increases in programs designed to keep people out of institutions, such as
home health care services, community mental health services and 'community based services
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for mentally retarded persons. In addition, the Kentucky Health Facilities and Health Ser-
vices Certificate of Need and Licensure Board has added significantly to the number of
long-term care beds in the Commonwealth, which are supported by nearly 80% Medicaid
dollars. It is estimated that each addition of 100 long term care beds adds approximately $1
~ million in annual Medicaid eXpenditures;

Analysis. A Special Medicaid Program Review Advisory Committee was ap-
pointed on August 1, 1985 by Governor Collins to propose long term solutions in the areas
of program eligibility, services and financing.

The major Committee recommendations which have been approved include ex-
tending eligibility to low income children under age 18 (19 if in school); an increase in the
AFDC benefit level by 33% during the 1986-88 biennium and thereafter, to reflect inflation
plus 5% until the federal poverty level is reached; increased recipient financial responsibili-
ty (homestead liens, transfers of assets, family responsibility); reforms in the delivery and
payment for health care services to the medically indigent (case management, health
maintenance organizations, risk-sharing by providers); implementation of preventive ser-
vices and consumer education; expansion of community based services, such as the Home
and Community Based Waiver and hospice care; utilization controls (pre-admission screen-
ing for long term care); a study of the reimbursement of long term care; changes in home
health services and reimbursement amounts; limits on payment for organ transplants and
other ‘‘high tech’’ services; updating fee schedules fer. dental, obstetrical, primary care and
other selected providers; appropriate use of tramsportation: services; elimination: of fraud
and abuse; employment of an independent consulting firm to conduct a management audit;
a review of licensure standards; development of a quality assurance mechanism; conti-
nuance of the long term care bed moratorium with continuing study into other payment
mechanisms, the needs of the population, tax credits, etc.; and the enactment of living will -
legislation. Appendix E presents a detailed description of the recommendations.

Medicaid can be viewed as a health insurance program with comprehensive
benefits for those who qualify. The budget has grown an average of 16% in the last ten
years. Expenditures are distributed between 45% optional and and 55% mandatory ser-
vices; both mandatory and optional services are growing at the same rate. Institutional ser-
vices continue to consume two-thirds of the Medicaid budget, and have been among the
fastest growing budget items despite the recent implementation of community-based ser-
vices. For example, long term care facility care consumes about 40% of the Medicaid
budget (for fewer than 4% of the recipients) and in the aggregate is the fastest growing
Medicaid budget item. The care of eighty percent (80%) of Kentucky nursing home
residents in intermediate care and 50% of patients in skilled care is funded entirely by
Medicaid. ‘ '

From an appropriations standpoint, Medicaid has been a continuing problem.
‘Medicaid has exceeded its budget every year since 1976. Despite a $30 million windfall
created by the lifting of a federal cap on Medicaid expenditures, Medicaid officials were
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recently forced to cut $43 million from the FY 1985 projected $577 million in expenditures-
to stay within budget. These cost increases were not due to increased numbers of reci-
pients—in fact there has been only a 3.7% increase. The budget request from the Cabinet
for Human Resources is $634.4 million for FY 1986 and $692.1 million for FY 1987, or ap-
proximately a 9.5% annual increase. The projected increase between FY 1985 and FY 1986
is primarily due to increases in the reimbursement to nursing homes, physicians, home
health agencies, pharmacists and hospitals.

Medicaid has been described as significantly lacking in the reimbursement con-
trols, cost controls, utilization controls and management controls that one would expect in
any health insurance program. However, the days of increased spending in the Medicaid
program may be coming to an end. Despite the favorable 70% federal matching rate, it is
uncertain whether the Kentucky General Assembly will continue to appropriate the 30%
state matching funds at previous rates of growth. In addition, Congress will likely be turn-
mg to Medicaid to solve its own budget crisis.

One controversial major cost control effort by the Kentucky Medicaid program
was the implementation of the Citicare program in Louisville for 40,000 AFDC recipients.
Citicare was a pre-paid primary care network whereby recipients were locked in to a par-
ticular primary care physician who was paid a flat monthly fee to cover the recipient’s
health care needs. Therefore, the physician would be at risk for higher expenditures; the
financial incentives were to keep patients healthy and out of the hospital. Medicaid reci-
pients under Citicare were also deterred from using costly hospital emergency rooms for
routine care.

Citicare became operational in September of 1983 and was cancelled effective
June 30, 1984 by the Governor. Reasons given for the cancellation were the need for a
uniform statewide program and concerns about administrative costs. Citicare ad-
ministrators had estimated annual savings to the state of $4.5 million, or a 17% savings.
Savings were due primarily to reduced hospltallzatlon and emergency room use. CHR of-
ficials contested these estimates.

It is likely that the case management and perhaps the capitation features of
Citicare will be resurrected in the next several years, perhaps through the implementation of
the “KenPAC”’ program and through the contracting of Medicaid services to licensed
HMO’s desiring to care for a fixed number of recipients. These reforms would begin to br-
ing the program into the mainstream of the changes occurring in the health care industry,
and would have the added advantage of instituting certain utilization and management con-
trols and providing for more predictable expenditures in the program.

RECOMMENDATIONS:

1. The Cabinet for Human Resources should expand eligibility under the
Medicaid program to include all low income children in two-parent families
under age 18 (or 19 ;f in school).
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2. The Cabinet for Human Resources should implement Medicaid utilization
and cost controls including pre-admission screening for admissions to long
term care facilities, homestead liens, and transfer of assets provisions. Both
overutilization and underutilization should be considered.

3. The Cabinet for Human Resources should implement a program of case
management with physician risk-sharing in the Medicaid program to coor-
dinate services and maximize available dollars.

2. Maternal and Child Health Program

: Description. The Maternal and Child Health program refers to fifteen separate
programs designed to reduce infant and maternal mortality and morbidity and to improve
health care for young children. Regional Pediatric Program: Regional Pediatric Clinics in
14 counties provide general pediatric, diagnostic and management services to medically in-
digent children with chronic health conditions requiring continuous supervision. Eligibility
is extended to low income (under 100% of the poverty level) children under age 21 with a
confirmed or suspected chronic condition. In FY 1984, 1,100 persons were served.

Regional Developmental Disabilities Clinics: This program provides medical and
developmental evaluations for preschool children suspected of having developmental
disabilities. Services are provided at four clinic sites. In FY 1984, 230 persons were served.

- Birth Defects and Dysmorphology Clinics: This program provides comprehensive
genetic studies, evaluation and counseling to persons with potential genetic disorders. Ser-
vices are provided at the Child Evaluation Center in Louisville, with payment on a sliding
fee schedule. In FY 1984, 188 persons were served.

Diagnostic and Evaluation Clinics: This program provides comprehensive inter-
disciplinary evaluations to multihandicapped children. Services are provided at the Child
Evaluation Center in Louisville to children under age 21. In FY 1984, 750 persons were
served, using a sliding fee schedule.

_ Childhood Lead Screening Program: This program provides community educa-
tion, child screening, pediatric management and environmental epidemiology services to
- children ages 1-6 residing in high risk census tracts in Louisville. Eligibility is extended to all
Jefferson County children receiving WIC, EPSDT, Well Child and affiliated services; there
are no fees for services. In FY 1984, 7,426 persons were served.

Nutrition Services Branch: This program provides funding to local health depart-
ments to employ nutritionists for maternal and child health programs. In FY 1984, 23,729
persons were served in 20 local health departments serving 88 counties.

Regionalization of Perinatal Care: The regionalization program is a system of
maternal and neonatal care geared towards treating complications and abnormalities at the
appropriate specialty level. The system includes Level I, II and III hospitals; specially-
trained professionals, including neonatologists and pediatric intensive infant care nurses
and support services, and transportation. Twenty-four contracted Level II and Level 111
hospitals are reimbursed for neonatal intensive care and transportation services to critically
ill neonates. The target population is all newborn babies and mothers in need of specialized
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care. Medicaid-eligible newborns are automatically eligible on day 15 of hospitalization;
other infants become eligible depending on the particular hospital’s criteria for charity
care. In FY 1984, 1,052 babies were covered through the reimbursement of up to 75% of
uncollectable inpatient costs to their respective hospitals. On average, the participating
hospitals receive less than 50% of their costs. It is assumed that 100% of the target popula-
tion was served. _

Neonatal Intensive Care Program: The neonatal intensive care program is a com-
panion program to the regionalized perinatal care program, providing appropriate training
and education to Level 1 and Level 11 hospitals, consultation, follow-up of NICU
graduates, transport services and research. The services are provided by a team of profes-
sionals at the University of Kentucky Albert B. Chandler Medical Center’s Intensive Care
Nursery. In FY 1984, 383 medically indigent infants were served, with an average length of
stay of 17 days.

Children and Youth Project: This program provides the same services described
under the Neonatal Intensive Care Program to Western Kentucky, as well as comprehensive
health services for program eligible infants and children. Eligibility is available to
premature and other high-risk infants born at Humana Hospital-University, children under
age 13 residing in certain census tracts, other high-risk premature infants born at Humana
Hospital-University and others born outside Jefferson County but who cannot obtain com-
prehensive care in their counties. In FY 1984, 4,215 infants and children were served.

Metabolic Diagnosis and Treatment Services: Screening services for
phenylketonuria (PKU), galactosemia and congenital hypothyroidism are provided
through the Department for Health Services Laboratory, hospitals and private
laboratories. Definitive diagnosis and follow-up services are provided by the University of
Louisville and University of Kentucky Departments of Pediatrics through contracts with
the Division of Maternal and Child Health. In'FY 1984, 156 infants and children with
PKU, galactosemia and congenital hypothyroidism were served. Diagnosis and follow-up
services are provided at no charge, regardless of income; special formulas are provided us-
ing a fee schedule based on 185% of poverty guidelines.

Maternal and Child Health Well Child Program: The Well Child Program pro-
vides preventive health assessments, diagnosis and treatment for acute illnesses, and refer-
ral for handicapping conditions identified through the assessment. Eligibility is extended to
low income (under 100% of the poverty level) children under age 7 who are not eligible for
medical assistance. The program is available in 117 county health departments, and served
14,500 medically indigent children in FY 1984.

Regional Pediatric Program: Regional Pediatric Clinics in 14 counties provide
general pediatric, diagnostic and management services to medically indigent children with
chronic health conditions requiring continuous supervision. Eligibility is extended to low
income (under 100% of the poverty level) children under age 21 with a confirmed or
suspected chronic condition. In FY 1984, 1,100 persons were served.
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Regional Developmental Disabilities Clinics: This program provides medical and
developmental evaluations for preschool children suspected of having developmental
disabilities. Services are provided at four clinic sites. In FY 1984, 230 persons were served.

Birth Defects and Dysmorphology Clinics: This program provides comprehensive
genetic studies, evaluation and counseling to persons with potential genetic disorders. Ser-
vices are provided at the Child Evaluation Center in Louisville, with payment on a sliding
fee schedule. In FY 1984, 188 persons were served.

Diagnostic and Evaluation Clinics: This program provides comprehensive inter-
disciplinary evaluations to multihandicapped children. Services are provided at the Child
Evaluation Center in Louisville to children under age 21. In FY 1984, 750 persons were
served, using a sliding fee schedule.

Childhood Lead Screening Program: This program provides community educa-
tion, child screening, pediatric management and environmental epidemiology services to
children ages 1-6 residing in high risk census tracts in Louisville. Eligibility is extended to all
Jefferson County children receiving WIC, EPSDT, Well Child and affiliated services; there
are no fees for services. In FY 1984, 7,426 persons were served.

Nutrition Services Branch: This program provides funding to local health depart-
ments to employ nutritionists for maternal and child health programs. In FY 1984, 23,729
persons were served in 20 local health departments serving 88 counties.

Special Supplemental Food Program for Women, Infants and Children (WIC):
- This program: provides specific nutritious foods to'pregnant, breastfeeding and'postpartum:
womern; infants and children up to age 5. Eligibility is extended to all those persons under
185% of poverty certified to be at nutritional risk. Services are provided at local health
departments and independent health agencies in all 120 counties. In FY 1984, 96,529 per-
sons were served. ,

Budget/Expenditures. FY 1985 federal, state and local budgeted expenditures for
the various components of the perinatal care system are shown in Table 16.
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Perinatal Care System Budget and Number Served

TABLE 16

Total State Indigent
Program Budget Share Patients Served
Prenatal Clinic $ 2,684,129 $1,271,178 5,409
Regionalization—

Perinatal Care 5,976,700 5,976,700 1,052
Neonatal Intensive Care 164,000 123,000 383
Children & Youth Project 274,800 226,080 1,265
Family Planning 6,618,451 196,410 82,560
Metabolic Screening* 172,486 50,000 156
Genetic Disease 97,522 5,022 190
Nutrition Services Branch 535,475 236,100 23,729
WIC** 33,070,314 -0- 96,529
Total Perinatal System $49,593,877 $8,084,490 211,273

* All children are provided free diagnosis; medically

free formula.

indigent children are provided

** The perinatal portion of WIC is 40% of the total ($13,228,125 and 38,611 served).

FY 1985 budgeted figures for other related maternal and child health programs

are shown in Table 17.

Maternal and Child Health Budget and Number Served

TABLE 17

Indigent
Total State Patients
Program Budgeted Budgeted Served
Well Child $1,042,302 $ 760,100 14,500
Regional Pediatric 121,090 104,025 818
Developmental Disabilities 61,390 15,140 85
Birth Defects/ '

Dysmorphology 18,500 18,500 70
Diagnostic & Evaluation 144,300 70,300 219
Lead Screening ' 167,979 105,000 5,327

| Total Other MCH 1,073,065 21,019

$1,555,561
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Analysis. In recent years, infant mortality in Kentucky and the rest of the nation
have remained relatively stable, but the United States still lags behind at least 12 other
developed nations. The Southern Governors’ Association recently reported that Kentucky
had the fifteenth-highest infant mortality rate among the 50 states and the District of Col-
umbia. In 1982, there were 10.6 deaths per 1000 live births nationwide and 12.0 deaths per
1000 live births in Kentucky. This is a drop in Kentucky from 16.7 per 1000 in 1974 and 12.2
per 1000 in 1981. Kentucky had an infant mortality rate of 11.6 per 1000 in 1983 and 1984.
Rates are much higher for blacks, lower income counties and very young mothers.28

Despite the availability of prenatal care services to women in 112 counties in the
Commonwealth, the Division for Maternal and Child Health estimates that only 50% of
the need for prenatal care is being met. Currently, at least 8,000 women are receiving no
prenatal care during their pregnancies, or an insufficient number of visits. A well-funded
prenatal care system would include non-emergency transportation services,home health
visits, and outreach or marketing efforts to insure that all pregnant women were aware of
the availability of subsidized prenatal care services.

Extensive research on prenatal care services has documented its cost-effectiveness.
The Institute of Medicine in its report entitled Preventing Low Birthweight?® estimated the
cost savings in reductions in the number of low birthweight infants at $3.38 for every dollar
expended on prenatal care. The report did note the need to maintain financing for
necessary neonatal intensive care services during the transition period.

Currently, 65% of all state funding for maternal and child health is concentrated
in the area of regionalization of perinatal care, compared to 14% for prenatal care. Since
only 50% of the need for prenatal care services is being met, it would appear reasonable to
move toward a shift in funding priorities from perinatal care to neonatal care services. Any
theoretical shift in funding from neonatal intensive care services to prenatal care services
must of necessity be incremental and gradual in nature, and include an increased appropria-
tion to maintain both perinatal and prenatal care services during the transition period.

The maternal and child health program can be described as a program targeting a
specific population (low income pregnant women, low income women in childbearing
years, new mothers and low income young children), during a specific time period (during
pregnancy and immediately after birth), for services which would presumably not be other-
wise available. Since maternal and child health services are funded in part through state
funds, efforts have been made to insure that maternal and child health clients are non-
Medicaid eligible. Thus, the vast majority of maternal and child health clients are medically
indigent. However, a certain proportion of maternal and child health dollars are expended
on clients who have exhausted their Medicaid benefits (such as by exceeding the 14 day
limitation on hoSpital days) or who cannot locate Medicaid providers willing to serve them
(such as physicians to perform deliveries for the low Medicaid fee). In addition, some
medically indigent children served under the maternal and child health program are not cur-
rently eligible for Medicaid because of Kentucky’s decision not to cover all low income

44



children under age 18. At a minimum, an indepth analysis of hospital days reimbursed
under the Regionalization of Perinatal Care program is needed to determine whether there
~are potential savings in state dollars in this area.

Another problem area in the maternal and child health program is the varying
eligibility requirements between programs and service available throughout the state. The
relationship between the maternal and child health program and such services as the Com-
mission on Handicapped Children, Community Health Centers, university indigent care
programs and public health department services is confusing to clients and difficult to
negotiate. Since none of these programs provide comprehensive health services, specific
health conditions can easily go untreated. Efforts should be made to determine areas of
duplication and gaps in services, and whether integrated service delivery is possible, given
the varying eligibility requiréments, service locations and target populations of the different
programs.

RECOMMENDATIONS:

1. The Cabinet for Human Resources should increase state funding for prenatal
care so that every pregnant woman in Kentucky has access to the full range of
prenatal care services, and add outreach, public advertising and transporta-
tion components to the program, if possible.

2. The Cabinet for Human Resources should increase the scope of services and
reimbursement under the Medicaid program to fully cover obstetrical,
prenatal and delivery services, in order to maximize the use of state maternal
and child health dollars.

3. The Kentucky General Assembly should require counties to make available
adequate prenatal care services as a condition of state funding for local
health services.

3. Kentucky Commission for Handicapped Children

Description. The Commission for Handicapped Children (originally Crippled
Children’s Commission) was established in 1924 by the Kentucky General Assembly to care
for physically handicapped children whose parents could not afford treatment. Since its im-
plementation, the commission’s program has remained close to its founding purpose.

The Commission is currently managed through a central office located in
Louisville, with services delivered through regional offices located in twelve district health
departments. These offices, which contract with the Commission to provide services, are
located in Paducah, Hopkinsville, Owensboro, Bowling Green, Elizabethtown, Covington,
Iexington, Somerset, Barbourville, Hazard, Morehead and Ashland. Through these
clinics, children are examined and diagnosed and may be referred for further evaluation
and treatment. Services available to clients include:

e medical services

* hospitalization
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e  surgical services

* anesthesia

* convalescent care

¢ medications

* prosthetics and such appliances as hearing aids and wheelchairs

*  support services, such as speech pathology, audiology, physical and occupa-
tional therapy, psychological and social services.

Eligibility/Numbers Served. Eligibility for service is based on three factors: age,
medical condition, and financial situation. In order to be eligible, the child must be under
age 21 and have a covered condition. The family’s financial eligibility is based on income,
insurance coverage and family size. The Commission uses an elaborate sliding fee scale for
families who can pay for at least a portion of the expenses.

Table 18 summarizes the income eligibility limits for services through the Com-
mission on Handicapped Children.

TABLE 18

Commission on Handicapped Children Income Eligibility Limits

Minor Conditions Major Conditions
With | Without With Without
Family Size Insurance Insurance Insurance Insurance
1 $11,520 $12,520 $13,520 $14,520
2 1.2,900 13,900 14,900 15,900
3 14,280 15,280 16,280 17,280
4 15,660 16,660 17,660 18,660
| 5 17,040 18,040 19,040 20,040

Generally, children whose family income exceeds these limits are not eligible for
services; however, if the service is not available from another_ provider near the patient’s
home, service may be provided with the family paying 100% of any charges for the service.

46



A second eligibility factor is that the child’s condition must be both amenable to
treatment and listed as one of the conditions covered by the program. Diagnostic categories
include:

e cerebral palsy

e  cystic fibrosis

e cranio-facial anomalies, including cleft lip and palate

e neurological disorders

e orthopedic conditions, including amputation, clubfoot and scoliosis

e hemophilia

e plastic surgery, including burns, heart defects, eye injuries and disease

e  hearing problems.

During fiscal year 1983-84, the program served 15,882 unduplicated patients.
Table 19 is a statistical summary of the clients serviced during this period.

TABLE 19

Number of Clients Served by the
Commission on Handicapped Chidlren

Type of Service Number Served
Clinic Visits 28,382
New Patients 4,897
Physicians’ Services 14,116
Hospital Services 1,520
Hospital Days 9,265 -

Budget/Expenditures. Table 20 indicates the revenue and Table 21 indicates the
expenditures anticipated during fiscal year 1985-86 by the Commission for Handicapped
Children.
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TABLE 20

Anticipated Revenue for the
Commission on Handicapped Chidlren

Source Budget
State General Fund $5,121,100
Federal Block Grant 3,076,428
Trust and Agency Funds 292,300
Total $8,488,828
TABLE 21

Anticipated Expenditures by the
Commission on Handicapped Children

Program Budget
Capital Outlay $ 35,000
Operating Expenses 195,000
Personnel 1,350,000
Care and Support 5,208,828
District Contracts 1,700,000
Total $8,488,828

The commission reports that its average expenditure for care per child is $660 per
year.

Analysis. Although the Commission for Handicapped Children receives the ma-
jority of its funds from the state, a substantial portion is received from various federal
grants which place limits on how this money can be expended. By its statutory authority,
the Commission’s services are limited to the treatment of children up to age 21. Under cur-
rent statutes, provision of services to indigent persons over age 21 is not possible; however,
the range of conditions covered under the program could be expanded. Precedents exist
over the sixty year history of the program for such expansion. The Commission estimates
that 69% of children (30,000) needing services provided by the Commission are, in fact,
receiving them. Financing of an expanded program would have to be found in state or
private funds, since no federal funds are available. Historically, the Commission has pro-
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vided services to persons with chronic physically handicapping conditions. The Director of
the Commission has stated that without a major restructuring of the program and a vast in-
fusion of money, the Commission is not capable of providing the range of services
(including preventive and acute care) needed by the children of the Commonwealth.

Effective January 1, 1985, the Commission for Handicapped Children was re-
established, by Executive Order 84-1079, in response to complaints of weak management
and slow provision of services under a decentralized program housed within the Cabinet for
Human Resources. It was alleged that decentralization of services and management had
considerably weakened the effectiveness of the program. Under its reorganization plan, the
Cabinet for Human Resources anticipated the establishment of an independent Commis-
sion which would reduce administrative and indirect costs, thereby freeing more money for
provision of services, enable the Commission to develop grant proposals and secure private
funding, improve the service delivery system, improve the morale of employees and service
providers, and allow greater latitude for advocacy for the needs of handicapped children.

Under the provisions of KRS 12.028, the Executive Order re-establishing the
Commission expires 90 days after sine die adjournment of the General Assembly. Unless
action is taken in the 1986 General Assembly, the Commission will revert to its former
decentralized organizational structure within the Department for Health Services.

In October, 1983, the Legislative Research Commission published an evaluation
of the decentralized program entitled The Crippled Children’s Services Program (Research
Report No. 201). In that report, the researchers were unable to establish either a positive or
negative correlation between the decentralization of the program and the efficient and ef-

fective delivery of services.

RECOMMENDATIONS:

1. The Kentucky General Assembly should ratify Executive Order 84-1079 cen-
tralizing the administration and management of the Commission on Han-
dicapped Children.

2. The Cabinet for Human Resources should identify areas within the Commis-
sion on Handicapped Children, Medicaid and Maternal and Child Health
programs where services are duplicated or are lacking, and establish a pro-
tocol which will assure that services are provided in the most cost-effective
manner possible, through a coordinated approach to the allocation of ser-
vices and payment for those services.

3. The Cabinet for Human Resources should conduct an evaluation of the
Commission on Handicapped Children under centralized administration and
management, to determine the effects of this action on service delivery, client
satisfaction and the cost of providing services.

4, Primary Care Centers
Description. Federally subsidized Community Health Centers licensed as primary
care centers or rural health clinics deliver services in 15 health manpower shortage areas in
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Kentucky. The 15 centers are administered by nine organizations and are located in
Louisville, Lexington, Northern Kentucky and Eastern Kentucky. (See Appendix H.) They
employ 410 persons, including 33 full time equivalent (FTE) physicians and 20 FTE nurse
practitioners and physician assistants.

Community Health Centers are required to provide basic ambulatory medical care
services, dental services, nursing services, laboratory, x-ray, health education, pharmacy
and other ancillary services. (Services are provided either directly by the centers or on con-
tract.) In addition, some centers offer such services as optometry, podiatry and social work
services. The philosophical orientation of the centers is ensuring continuity of care, primary
prevention, and access to other levels of care (such as hospitals) when necessary and ap-
propriate.

In addition to the Community Health Center program, the Kentucky Physician
Placement Service acts as a state-funded clearinghouse to match physicians and health
manpower shortage areas needing their services. The Placement Service also contracts with
the Public Health Service to place National Health Service Corps (NHSC) personnel. Cur-
rently there are 42 NHSC primary care physicians, three dentists, two podiatrists and one
nurse practitioner practicing in Kentucky, many in community health centers. Despite this
infusion of personnel, there are still 65 health manpower shortage areas in Kentucky,
located primarily in rural western Kentucky, eastern Kentucky and in inner city areas of
Louisville and Lexington.

Eligibility/No. Served. Eligibility for Community Health Center services is based
on family income, with services provided on a sliding fee schedule. In 1984, 73,333 patients
generated 231,375 visits in the 15 centers. Of these patients, 54% had incomes below the
federal poverty level, 22% were covered by Medicaid, 30% were eligible for maximum dis-
count of charges, and 15% were eligible for a partial discount of charges because their in-
comes were between 100% and 200% of the poverty level.

Budget/Expenditures. In FY 1985, nine organizations administering the 15 com-
munity health centers had combined budgets of $16,243,431, of which $7,061,758 (or
43.5%) is funded through Section 330 of the U.S. Public Health Service Act. The re-
mainder is funded through local government contributions, patient fees, Medicaid and
Medicare reimbursement and other third party payment. State government contributed
$156,550 through the Fayette County Health department, which operates its own Com-
munity Health Center. The Kentucky Physician Placement Service is funded by the Public
Health Service through its National Health Service Corps program ($70,522), the Ap-
palachian Regional Commission ($22,804) and $322,900 in state funding.

Analysis. Primary care centers and rural health clinics provide comprehensive
health services to low income persons in places where services would otherwise not likely be
available. The fact that a full array of primary care services is available at a single site
minimizes fragmentation and enhances continuity of care. It can be assumed that com-
munity health centers prevent a number of persons from delaying seeking care until their il-
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Iness is serious, and also prevent some people from ‘‘spending down’’ for medical care ex-
penses until they become eligible for Medicaid.

Despite the existence of the 15 centers there are still 65 health manpower shortage
areas in Kentucky. Thus the centers can be assumed to be providing only a small proportion
of the primary care services needed by the medically indigent population.

A continuing problem is the unavailability of funds for acute care services for
medically indigent persons receiving services through the community health centers. This
problem, which is also experienced by independent physician practitioners providing chari-
ty care, forces the primary care centers to rely on local hospital charity care admission
policies. There is currently no statewide program subsidizing local community hospitals for
charity care.

RECOMMENDATIONS:

1. The Cabinet for Human Resources should expand its technical assistance and
grantsmanship assistance program to increase the availability of primary care
center services in health manpower shortage areas by increasing the number
of centers and/or increasing the number of satellite centers, in order to max-
imize the availability of federal indigent care dollars.

D. Joint State/Local Programs

1. State and Local Funding of University Hospitals

Description. University medical centers have traditionally been major providers
of indigent care because of their educational and research mission. Kentucky university
medical centers provide both inpatient and outpatient care for medically indigent persons
through university-affiliated hospitals, outpatient departments and ambulatory clinics. In
the last five years, increasing financial pressures have resulted in changes in administrative
policies regarding indigent care in university medical centers in Kentucky.

The University of Kentucky has reported over $29 million in uncompensated care
for FY 1983-84. This includes $3.6 million in charity care, $4.4 million in bad debts and $21
million in contractual allowances. The University of Kentucky regards the $7.1 million state
appropriation in support of UK’s educational program as teaching funds rather than in-
digent care funding. On July 1, 1981, the University of Kentucky Hospital adopted a policy
restricting the admission (including patients referred by or seeking transfer from other
hospitals or institutions, patients seen in the emergency room or outpatient clinics, or
others seeking admission to the hospital) of indigent patients to those requiring immediate
care and those for which payment was assured. In addition, on January 29, 1982, the Coun-
cil of Supervisors, University Hospital adopted a policy reducing the acceptance and admis-
sion of both indigent and Medicaid patients, requiring the neonatal intensive care unit to
become self-supporting and refusing to admit all long-term indigent and Medicaid
psychiatry patients. Restrictions were implemented through a Financial Allowance and Pa-
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tient Payment Policy including a requirement that both inpatient and ambulatory patients
be held responsible for payment for services rendered, with some financial allowance for in-
patients based on family income.

In 1983, the University of Louisville concluded a series of agreements with a sub-
sidiary of Humana, Inc. to lease its new $73 million, 404 bed university hospital to the
private, investor-owned corporation. Humana agreed to lease the multi-building complex
for $6.5 million annually for four years, with the option to renew the lease for nine addi-
tional four-year periods at $6.0 million annually. Humana agreed to provide medically
necessary treatment to indigent residents of Jefferson County, and for persons outside of
Jefferson County, up to 10% of the total amount of government funding. First year
government funding included $19.8 million in contributions to a Quality and Charity Care
Trust: $14.8 million from the Commonwealth of Kentucky, $2.9 million from Jefferson
County and $2.1 million from the City of Louisville. The contributions of the various levels
of government are to increase annually by the lesser of the Consumer Price Index or the
rate of increase in state tax revenue. The subsidized care is limited to inpatient hospital care
at Humana Hospital University. Ninety percent of the trust is to be used to provide
medically necessary care for medically indigent persons who are residents of Jefferson
County; 10% of the fund is to be used for indigents residing outside of Jefferson County. If
the respective governments fail to provide funding, the hospital may stop providing care for
the indigent. Humana bills the trust at the rate of 95% of charges. There are a number of
other related agreements regarding additional obligations and contributions by Humana,
Inc. and responsibilities of the university, including provisions on membership on the
Hospital Board; residents’ salaries; maintenance, insurance and upkeep; payment of cer-
tain university faculty; educational support; and distribution of pre-tax profits.

Since May of 1983, Humana Hospital-University has reported $4.0 million to $6.0
million in losses in caring for the medically indigent, and approximately $1.5 million in pro-
fits annually. Losses are defined as the total indigent care provided less the amount reim-
bursed by the Quality and Charity Trust Fund. The main area of loss has been in caring for
non-Jefferson County residents. In 1985, Humana Hospital-University reported providing
$6.5 million in hospital care for indigent patients outside Jefferson County. Under the
Charity and Trust Agreement, Humana was paid for $2.0 million of this care. Thus,
Humana reported that it absorbed $4.5 million in unpaid charges for out-of-county in-
digent patients. Humana provided a total of $6.4 million in unreimbursed care for both Jef-
ferson County and out-of-county patients.

In addition to the two university-related hospitals, Kosair Children’s Hospital
functions as the primary teaching facility for the Department of Pediatrics at the University
of Louisville. All pediatric services except newborn services were discontinued in 1974 at
the University Hospital in Louisville. Kosair Children’s Hospital has city and county ap-
propriations in the amount of $182,333 to provide indigent care to children.

Eligibility/No. Served. In FY 1983-84, the University of Kentucky Hospital ad-
mitted 511 indigent patients, or 3.3% of its total patients, and 5,323 Medicaid recipients, or
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34.6% of its patients. Eligibility is based on family income, health insurance status and
ability to pay.

In FY 1984 Humana Hospital-University had an average of 94 indigent patients
per day, or 35% of its total occupancy; an average of 61 Medicaid patients per day, or 23%
of its beds were occupied by Medicaid recipients. An additional 49,000 indigent patients
were treated in the emergency room during the first 16 months of operation. Eligibility for
charity care under the Trust Agreement is based on Hill-Burton Guidelines.

In 1984 Kosair-Children’s Hospital admitted 369 indigent patients, or 5.6% of
their total patients, and 1896 Medicaid patients, representing 29% of total admissions.
Financial assistance determinations are based on an income determination policy; no child
is turned away because of an inability to pay.

Budget/Expenditures. The state appropriation for indigent care through the
university hospitals consists of $16.0 million to Humana Hospital-University. In addition,
the University of Kentucky arguably receives a state appropriation of $7.1 million for
educational expenses; there is no comparable appropriation to the University of Louisville.
Both university hospitals and a number of other hospitals across the state incur expenses
for charity care, bad debt and contractual allowances for state and federal government pro-
grams. Table 22 shows the amounts spent in these categories in 1984 as estimated by the
Kentucky Hospital Association.

TABLE 22*

Hospital Indigent Care in Kentucky

Category Amount % of Revenue
Medicare Contractual Allowances $155.1 million 9.3%
Medicaid Contractual Allowances ‘ 58.0 million 3.5%
Other Contractual Allowances 14.7 million 0.9%
Bad Debts 39.3 million 2.4%
Indigent Care/Charity Care 64.3 million 3.9 **

*1984 data
**Includes the University of Kentucky, but not Humana Hospital-University or the
remaining six Humana Hospitals in Kentucky.

Since hospital-specific data is not available, it is not possible to evaluate the con-
centration of charity care provided in particular hospitals.
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Analysis. The current state appropriations for the two university hospitals are in-
trinsically related to the educational and research missions and previous administrative ar-
rangements made by the universities, and should be viewed in that light. Nonetheless, cur-
rent arrangements do not adequately meet the needs of the medically indigent in Kentucky
in terms of the scope of coverage, or access or availability of service. The universities are
not geographically close to medically indigent persons residing in rural areas of the Com-
monwealth. In addition, only inpatient hospital services are covered; thus the benefits of
comprehensive health care and cost efficiency in providing outpatient hospital services are
being lost. The University of Kentucky has been forced to restrict the care available to the
medically indigent, further limiting access to eastern Kentuckians.

A number of Kentucky community hospitals provide unsubsidized care to the
medically indigent. It is reasonable to assume that a community-based system for providing
both inpatient and outpatient hospital care to the medically indigent would greatly improve
access to health care throughout the state. It would, of course, be necessary to finance that
care through one of several sources, including: (I) state general fund dollars, (2) county
general fund dollars with a state matching program, (3) a tax on gross or net hospital
revenues, and (4) a tax on health insurance premiums.

RECOMMENDATIONS:

1. The Cabinet for Human Resources should establish a statewide program of
subsidized inpatient and outpatient hospital care, utilizing community
hospitals meeting specific participation criteria, including:

e A minimum percentage of gross revenue expended on charity care;
e A minimum percentage of patients who are Medicaid recipients; and

*  An open door policy for charity care patients and/or advertising regar-
ding the willingness of the hospital to admit charity patients.

2. The Cabinet for Human Resources should establish a uniform definition of
charity care and develop and require a system of uniform hospital reporting
and accounting of charity care expenditures as a condition for licensure.

2. Local Health Departments

Description. Local and district health departments exist in all 120 counties in Ken-
tucky, and provide a wide range of preventive health services to the medically indigent,
Medicaid recipients and other persons. In general, services provided by health departments
include screening, diagnosis and health education and promotion. Health departments are
administered by the Local Health Services Program in the Cabinet for Human Resources,
which exists for the purpose of strengthening the administrative and programmatic func-
tions of local health departments serving residents of Kentucky counties. Special programs
funded or administered by the Local Health Services Program include risk reduction,
chronic disease, communicable diseases, hypertension, cervical cancer services, diabetes



control, immunizations, tuberculosis, sexually transmitted diseases control and dental ser-
vices.

County and district health boards are established through the Kentucky Revised
Statutes (Chapter 212). In addition, county health department powers, duties and functions
are enumerated by statute. Duties related to tuberculosis control, vital statistics and other
health department functions and services are also mandated by statute. (See Chapter 111, A,
for a more comprehensive description of the history and legal authority of local health
departments.)

Eligibility/No. Served. The majority of services delivered in health departments
are delivered on a sliding fee scale. Sliding fee scales vary by program, due primarily to
state and federal guidelines for the particular program. Appendix I provides detailed in-
formation on the total number served by program area, and the percentage in each program
under federal poverty guidelines. In total, 304,556 persons received health services from the
health departments; 183,584 had incomes below the federal poverty level.

Budget/Expenditures. Approximately $17.0 million in federal and state funds was
expended by local and district health departments in FY 1985, with additional contributions
of $16.0 million by local government. Table 23 gives a partial listing of indigent care pro-
grams through the local health departments, their funding and the number of persons serv-
ed.

TABLE 23

Local Health Department Programs

Funding Source
Number
Program Federal State Local Served ]

Hypertension $300,000 $ 621,078 $ 109,266 22,000
Cancer -0- 555,527 88,524 16,000
Diabetes Control 81,089 1,380,921 100,000 9,200
Tuberculosis 98,000 1,967,454 766,000 88,000
Immunization 144,396 953,425 1,157,892 133,000
Sex/Trans/Disease 280,800 479,219 719,662 48,000
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Analysis. Health departments are a major provider of health care for the medical-
ly indigent, but are in fact the provider of last resort for a number of low income and
medically indigent persons in Kentucky. Although several health departments have obtain-
ed licensure as primary care centers, providing far more comprehensive services than the re-
mainder of the health departments, there are still 65 health manpower shortage areas in the
state, where additional primary care services for the medically indigent are needed. Primary
care center licensure has the advantages of allowing Medicaid reimbursement at the higher
primary care center rate, thus reducing much higher Medicaid expenses for acute care treat-
ment when primary care is unavailable or delayed.

There are several problems associated with the provision of comprehensive care
through health departments, including the unavailability of personnel, changes in thinking
and philosophical orientation of health primary departments toward comprehensive health
services delivery, and the potential loss of patients from the private sector. Incentives for
health departments to develop and provide the full range of primary care services would in-
clude providing financial incentives at the state level for those health departments desiring
participation in such a program, exemption of health departments from certificate of need
requirements and amendment of existing statutes relating to health departments to increase
their authority and responsibility for indigent care, and perhaps repeal of the county home
rule statute to permit higher taxation in those counties. Local community hospitals might
also benefit by these incentives, if they wish to provide primary care center services in out-
patient hospital clinics.

In health departments not desiring primary care center licensure, efforts should be
made to fully coordinate state and local programs, to insure that federal funding is max-
imized wherever possible, and that medically indigent persons are provided with broad ac-
cess to health department services. Efforts such as increased outreach and transportation,
marketing of health departments services and coordination of existing programs would
ameliorate accessibility problems which medically indigent persons now experience in at-
tempting to obtain needed services.

RECOMMENDATIONS:

1. The Cabinet for Human Resources should encourage the development of
primary care center services provided in health departments through the pro-
vision of financial incentives, technical assistance and coordination of ex-
isting state programs.
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CHAPTER IV
Role of the Private Sector

‘““Sometimes give your services for nothing . . . and if there be an op-
portunity of serving one who is a stranger in financial straits, give full
assistance to all such. For where there is love of man, there is also love of
the art.”’30

This quotation from Hippocrates suggests that physicians have always been en-
couraged to provide care to all persons irrespective of their ability to pay. In fact, the view
has been that for physicians to fail to give to charity by providing free care is to fail in a
moral obligation which would make the provider less of a professional. Likewise, hospitals
have been encouraged to provide free care to the poor. However, criticisms have been level-
ed at both physicians and hospitals as to whether these groups of providers have consistent-
ly provided their ‘‘fair share’’ of free care for the medically indigent. Under the current
voluntary indigent care programs, the net effect has been medical care for the indigent
which has been uneven and crisis-oriented services.

In Kentucky, the private sector has taken two important structured approaches in
1984 and 1985 regarding the provision of free health care for the medically indigent. The
Kentucky Medical Association created and established the ‘‘Kentucky Physicians Care Pro-
gram’’ and the Kentucky Hospital Association sponsored the ‘‘Fair Share Program.”’ In
addition, the attempt was made by the sponsoring entities to document and measure the
contributions of participating physicians and hospitals.

A. The Kentucky Physicians Care Program

Description. The Kentucky Medical Association initially proposed a ‘‘Kentucky
Physicians Care Program’ for a twelve-month trial and the program was established in
January, 1985, in cooperation with the Kentucky Cabinet for Human Resources.

Under this program, which is unique in the United States, people certified as
needing non-emergency medical care are referred to a physician who has agreed to see the
person without charging a professional fee for the patient’s initial visit. Emergency calls are
referred to the nearest emergency room. Indigent families (defined as those below the
federal poverty guidelines) are certified as eligible by case workers of the Kentucky Cabinet
for Human Resources, Department for Social Insurance. Once certified, a person needing
medical care calls a toll-free line during normal working hours and talks to an operator,
who is either a registered nurse or someone under the supervision of a registered nurse. The
operator refers the person to a participating physician of the appropriate speciality. Refer-
rals are made on a rotating basis to participating physicians residing in the same county as
the patient. If the patient has already been examined by one of these physicians or if no par-
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ticipating physicians of the appropriate specialty practice in the patient’s home county, the
patient is referred to the nearest physician in the appropriate specialty area. Actual ar-
rangements for the care and any follow-up are left to the patient and the physician. If the
patient needs follow-up care and the physician is unable or unwilling to provide it, or if the
patient prefers to see a different physician, that patient is referred to another physician.

Eligibility/Number Served

Program Participants. From January, 1985 through June, 1985, approximately
18,000 people in 7,500 families applied and were certified for the program. Program
demographics show these people have the following general characteristics:

*  Participants are under age 65;

* Participants are more likely than all Kentuckians to live alone;

®*  Two-thirds of participants have not completed high school;

® The average family income is $280 per month;

* The average family resources are $39 cash on hand or in the bank;

* Half have been denied eligibility by the Medicaid program during the
previous two years; and

®*  One-fourth have been refused medical care due to inability to pay; and

* Three-fourths have gone to a physician.

Persons enrolled in the program represented about 2 1/2 percent of Kentuckians
living in poverty. The program met a greater portion of health care needs in Western Ken-
tucky than in other parts of the Commonwealth. About half of enrolled families called the
KMA for referrals, with an average of 33 referrals for every 100 people in the program.

Participating Physicians. Half of the actively practicing licensed physicians in the
Commonwealth volunteered for the program, with participation highest in northeastern
Kentucky and lowest in midwestern Kentucky. Although an average of 2.8 referrals have
been logged per participating physician, persons in southeastern and midwestern Kentucky
had three times the average number of referrals, due either to a greater need for health care
or to lower physician participation, and half of the participating physicians had no direct
referrals. Referrals were most frequently made to primary care physicians, especially family
practitioners, who averaged 7.3 referrals.

Program Utilization. Program participants averaged 3 ambulatory visits per par-
ticipant during the first 5 1/2 months of operation. This figure is higher than the average
utilization rate for the general population of the Southern region of the United States and
higher than the utilization rate of AFDC-related Medicaid recipients in Jefferson County.
However, only about one visit in seven reportedly was due to a KPC referral. Although 43
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percent of visits not due to referrals were free to the patient, a total of 6,000 referrals were
made during this period, resulting in about 7,000 actual visits.

Analysis. Although participants expressed the need for coverage of related ser-
vices such as medicine, tests and other costs, four of five families were satisfied with the
program. Most participants indicated information about the program came from the social
worker who consulted with each applicant; however, some people enrolling had no
previous knowledge of the Kentucky Physicians Care program.

An estimated 1,000 families received health care through the program they would
not have received otherwise. Almost the same number would have struggled to pay for
needed health care out of their meager resources.

Twice as many calls were made to the hot line in January as in February or March,
with even fewer calls made during the period from April through June, 1985. Because of
the volume of calls, some people reported having to dial the hot line 3 or more times to get
through to the hot line operator in January, a problem which was ameliorated in subse-
quent months.3!

The findings of the first half-year of the Kentucky Physicians Care program were
presented to the Kentucky Medical Association House of Delegates
in September, 1985. Subsequently, the House of Delegates resolved to continue the Pro-
gram for calendar year 1986 (see Appendix J) with several contingencies, as follow:

1. Program funding being continued, as appropriate, by the Kentucky Health
Care Access Foundation, with KMA contributing in-kind services as done in
1985;

2. A continuing commitment from the Cabinet for Human Resources to
evaluate program applicants for eligibility, as is currently being done;

3. Some modifications being made to the program by the Kentucky Physicians
Care Operating Committee which will address problems inherent in some
types of delivery, such as pre- and post-natal care;

4. The Kentucky Hospital Association continuing its Fair Share Program as
currently operated;

5. The Kentucky Health Care Access Foundation vigorously encouraging the
active participation of free-standing emergency centers, health maintenance
organizations, and all other health care delivery and/or financing organiza-
tions in Kentucky Physicians Care or the Fair Share Program, as may be ap-
propriate; and

6. The Kentucky Health Care Access Foundation making Kentucky legislators
aware of the plight of those ineligible for Medicaid assistance solely because
they do not meet the confusing and arbitrary requirements of the Medicaid
Program, while working to broaden the societal financial obligation
necessary to provide care to those in need of such assistance.
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RECOMMENDATIONS:

1. The Kentucky Medical Association should be commended for establishing
the Kentucky Physicians Care Program and for its decision to continue the
program for its second year.

2. The Kentucky Medical Association should be urged to act to encourage in-
creased physician participation in the Kentucky Medical Assistance Program,
thereby increasing access to health care by the low income poor.

3. The Cabinet for Human Resources should be encouraged to continue its sup-
port of the Kentucky Physicians Care Program by assisting with data collec-
tion and analysis and, furthermore, that the Legislative Research Commis-
sion be periodically informed as to any research findings.

4. The Kentucky Medical Association should be encouraged to raise the income
eligibility limit of the Kentucky Physicians Care Program from 100% to
150% of the federal poverty level.

B. Hospital Uncompensated Care

Description. During the 1980 General Assembly, the Kentucky Legislature passed
Senate Concurrent Resolution 23, supporting the Kentucky voluntary efforts at health care
cost containment. In June, 1981, the University of Kentucky hospital announced a new ad-
missions policy designed to address hospital budget problems by limiting the number of
Medicaid and indigent persons. In the months subsequent to this announcement, there was
much public and private discussion of who had responsibility for the care of the indigent.
In response to the hospital’s new admissions policy and public concern about who would
care for the medically indigent, the University Hospital announced the formation of the
Health Care Access Committee in May, 1983. The Health Care Access Committee was
given the charge ‘“to identify issues and focus on solutions to the developing medically-
indigent patient care crisis in Central and Eastern Kentucky.’’3? During the 1984 General
Assembly, a bill (84 BR 859) was introduced which would have required all hospitals to pro-
vide a fair share of medically necessary hospital care to the medically indigent; however,
this bill did not pass out of the House.

In September, 1984, the Health Care Access Committee issued its tentative recom-
mendations. In addition to recommending the establishment of what became the Kentucky
Physicians Care program, the Committee recommended the establishment of a hospital
““fair share’’ program. The Committee recommended the formation of the Health Care Ac-
cess Foundation ‘‘to serve as a clearinghouse for information on problems of access to
health care, to speak in support of needed improvements to the system, and to evaluate the
effectiveness and responsiveness of health care providers and related agencies with
reference to voluntary efforts and related proposals contained in these recommendations
and report regularly on participation, non-participation, and compliance.”’33 The Founda-
tion, which was incorporated in December, 1984, facilitated the establishment of both the
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Physicians Care program, discussed earlier, and the Fair Share program and currently
monitors both programs.

The Fair Share program is based on the desirability of providing as much hospital
charity care as possible, while at the same time attempting to assure that no individual
hospital will suffer as a result of providing care to indigents and Medicaid recipients.
However, this program is designed to be a stop-gap solution, the necessary first step toward
a long-term solution to Kentucky’s indigent health care problems.

Eligibility/Number Served. Hospitals participating in the Fair Share program
agree to provide a percentage of their total revenues, including net patient revenue and
other operating revenue, as indigent care. Indigent care under the program is the sum of
charity care and 40 % of the hospital’s bad debt. Each hospital is asked to voluntarily pro-
vide at least as much charity and Medicaid care as was provided on the average by all
hospitals in 1982 in their area development district (ADD). In addition, the University of
Kentucky is asked to give 5% of its patient revenues to charity care and to see a minimum
of 15% Medicaid patients, and Humana-University is asked to fulfill its contractual obliga-
tion. Table 24 shows the targeted percent of hospital care to be provided within each ADD.

No statistics are available to show the number of individuals who have benefited
from the Fair Share program. Although the amount of indigent care is compiled by the
hospitals, the number of individuals served is not uniformly gathered.

There are currently 97 hospitals participating in the Fair Share program.

Analysis. Hospitals use a wide variety of definitions when identifying uncompen-
sated care. Simply stated, uncompensated care is health care that has been provided for
which no payment is received. Although there are no uniform definitions or accounting
practices currently in use, it is clear that uncompensated care is not synonymous with in-
digent or charity care. Many of the people who generate uncompensated care are not poor;
they either lack adequate health insurance or simply do not pay their bills, despite the ap-
parent ability to do so. The total amount of uncompensated care is a function of several
distinct factors.

Definition of Uncompensated Care. Uncompensated care has three main com-
ponents: bad debts; indigent or charity care; and Medicaid, Medicare, and other contrac-
tual allowances. Bad debts are defined by hospitals as doubtful accounts that are not ex-
pected to be paid in the future and represent the difference between rates billed and the
amount expected to be recovered. Accounts classified as bad debts involve patients with
adequate financial resources whom the hospital originally expected to pay but have failed
to do so, despite efforts to collect the bill.

Indigent or charity care, in contrast, represents unpaid charges for patients who
are determined medically indigent at the time of admission and who are recognized not to
have the financial resources or means (such as health insurance) to be financially responsi-
ble. The hospital never expected to be paid for these patients.
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TABLE 24

Targeted Fair Share Percent of Hospital Care by ADD

Area Development District (ADD) % Charity Care*

% Medicaid**

Purchase

Pennyrile

Green River
Barren River
Lincoln Trail
Kentuckiana!
Northern Kentucky
Buffalo Trace
Gateway

FIVCO

Big Sandy
Kentucky River
Cumberland Valley
Lake Cumberland

Bluegrass?

1.8
2.6
2.1
2.6
2.2
2.6
2.5
1.9
2.6
2.3
2.3
2.6
2.6
1.5
2.6

5.7
7.2
6.0
7.1
10.8
6.4
6.9
11.5
12.0
12.0
11.4
16.9
18.2
11.7
6.9

*Based on total patient revenue

**Based on total patient days

I Excluding Humana Hospital-University
2 Excluding University of Kentucky

Medicaid, Medicare and other contractual allowances represent costs incurred by
patients covered by Medicaid, Medicare or other third party payers (such as health in-
surance or health maintenance organizations) that were not fully reimbursed, due to limits
on reimbursement rates, length of stay, procedures covered and similar factors.
Amount of Uncompensated Care. The American Hospital Association estimates
that $6.2 billion in uncompensated care was provided nationally in 1982, representing ap-
proximately 6% of hospital revenues. Although this percentage seems small, public and
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teaching hospitals have historically provided a larger proportion of uncompensated care.

Table 25 shows the distribution of uncompensated care and hospital charges by type of
hospital in 1982.

TABLE 25

Kentucky Uncompensated Care and Hospital Charges by Hospital Type

Hospital Uncompensated Hospital

Type Care Charges
Voluntary Non-Teaching 41.7% 43.1%
Voluntary Teaching 18.6% 20.7%
Government Teaching 17.7% 6.4%
Investor-Owned 5.1% 7.8%
Government Non-Teaching 16.9% 12.0%
Total 100% 100%

There is a substantial discrepancy when comparing the distribution of uncompen-
sated care with the distribution of total hospital charges, which suggests that public and
teaching hospitals are bearing a greater share proportionally of uncompensated care.

The Kentucky Hospital Association reports that hospitals in Kentucky had
$331,429,279 in uncompensated care in 1984. Table 26 breaks down this figure by category.

TABLE 26

Kentucky Hospital Uncompensated Care by Category

Uncompensated ' %of

Care % of Total Uncompensated
Source Amount Revenues Care
Medicare Contractuals $155,137,672 9.3% 46.8%
Medicaid Contractuals 57,970,099 3.5% 17.5%
Other Contractuals 14,716,610 0.9% 4.4%

—— L
Bad Debts 39,288,069 2.4% 11.8%

Indigent Care 64,316,829 3.9% 19.4%
Total $331,429,279 20.0% | 99.9%
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The total amount of uncompensated care provided by Kentucky hospitals grew by
12.4% from 1983 to 1984, with the largest growth occurring in Medicaid contractuals and
allowances, due to limits placed on Medicaid reimbursement.

Paying for Uncompensated Care. Hospitals generally fund uncompensated care
in three ways: using operating profits, shifting uncompensated costs to private payers
(““cost shifting’’) and with government funds. Because Kentucky does not have a general
program for indigent health care outside of the Medicaid program, hospitals in Kentucky
have funded uncompensated care primarily by shifting costs among private third-party
payers. This method will grow less practical as private business and government seek to
reduce health care expenditures. T hird-party payers will increasingly insist on paying only
for costs incurred by their beneficiaries, making cost shifting more difficult. For example,
Blue Cross/Blue Shield of Kentucky now stipulates to hospitals that they will not par-
ticipate in any bad debt accounts other than those covered by Blue Cross with such ac-
counts being limited to 6% of hospital revenue.

University Hospitals. Aside from the uncompensated care provided by the com-
munity hospitals in Kentucky, the Commonwealth’s two university teaching hospitals, the
University of Kentucky Medical Center and the Humana Hospital-University of the
University of Louisville, have traditionally provided a high proportion of uncompensated
care. For fiscal year 1983-84, the University of Kentucky Medical Center provided
$29,148,000 in uncompensated care—representing approximately 30% of total patient
revenues. Actions were taken in 1981 and 1982 to restrict the admission of indigent patients
to those requiring immediate care and those for which payment was assured. Restrictions
were also implemented through a Financial Allowance and Patient Payment Policy in-
cluding a requirement that both inpatient and ambulatory patients be held responsible for
payment for services rendered, with financial allowances for inpatients based on family in-
come. :

In 1983, the University of Louisville concluded a series of agreements with a sub-
sidiary of Humana, Inc. to lease the new university hospital to the private, investor-owned
corporation. Humana agreed to lease the multi-building complex for $6.5 million annually
for four years, with the option to renew the lease for nine additional four-year periods at
$6.0 million per year. Humana agreed to provide medically necessary treatment to indigent
residents of Jefferson County, and for persons outside of Jefferson County, up to 10% of
total government funding. A Quality and Charity Trust Fund was established, with first
year funding of $19.8 million, including: $14.8 million from the Commonwealth of Ken-
tucky, $2.9 million from Jefferson County and $2.1 million from the City of Louisville.
These contributions are to increase annually by the lesser of the Consumer Price Index or
the rate of increase in state tax revenue. The subsidized care is limited to inpatient hospital
care at Humana Hospital-University. Since May of 1983, Humana Hospital-University has
provided a total of $20,734,000 in uncompensated care, with $4.0 to $6.0 million of this
amount in losses in caring for the medically indigent.
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The University of Kentucky Medical Center does not receive a state appropriation
specifically for indigent care, but receives an allocation of funds as an educational institu-
tion from the Council on Higher Education. This appropriation was $7.1 million for Fiscal
Year 1983-84 and is not segregated into educational and indigent care costs. The 1982 Ken-
tucky General Assembly provided $4 million in a one-time appropriation for FY 1982-83
for operating deficits of the University of Kentucky and University of Louisville teaching
hospitals, in response to rising uncompensated care.

In addition to the two university hospitals, Kosair Children’s Hospital functions
as the primary teaching facility for the Department of Pediatrics at the University of
Louisville. All pediatric services except newborn services were discontinued in 1974 at the
University Hospital in Louisville. Kosair Children’s Hospital has city and county ap-
propriations in the amount of $182,333 to provide indigent care to children.

RECOMMENDATIONS:

1. Group-rated insurance pools should be created to make affordable health in-
surance available to the unemployed and uninsured population.

2. Hospitals which are participating in the Fair Share Program should be en-
couraged to continue participation and hospitals which are not participating
should be encouraged to begin participation.

C. Health Insurance Reform

The Kentucky health insurance statutes and administrative regulations have a
significant impact on the extent of medical indigency in the Commonwealth. The states
have authority to regulate private individual and group health insurance policies and health
~maintenance organizations, including regulation of minimum benefits (services) to be
covered, the sale and advertising of insurance policies, solvency, and continuation and con-
version of health insurance policies after termination of employment.34

Up until recently, the regulatory authority of the states has been considerably
limited by the federal Employee Retirement Income Security Act of 1974 as amended,
(referred to as ERISA3), which had been interpreted as superseding state laws regulating
employee benefit plans. The practical effect of ERISA has been to exempt self-insured
health insurance plans and multi-employer trusts (which may account for as much as 20%
of the private health insurance market) from state regulation. This exemption was recently
struck down by the U.S. Supreme Court with regard to mandated benefits provisions of
state health insurance codes.3¢ State insurance codes regulating the contents of health in-
surance now appear to be applicable to self-insured plans, as well as policies sold by private
health insurers.

The policy option with regard to medical indigency is to expand state minimum
benefits requirements, continuation and conversion requirements, and open enrollment re-
quirements to insure that health insurance coverage is as comprehensive as possible, and
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that as many employees and former employees as possible are covered. A corollary of this
option is that as many employees, dependents and former employees as possible are
covered at the group premium rate, since the cost of health insurance sold to individuals is
often prohibitive.

Specific provisions of the Kentucky health insurance code which could be amend-
ed to expand both health insurance benefits and the number of persons covered under
group policies include the following:

0]

)

(€)

C))

)

(6)

(M

Require continuous open enrollment by private health insurers for recently
unemployed, married or divorced spouses, and dependents.

Require non-profit health insurance companies, group health insurers, self-
insured employee group health plans and health maintenance organizations
to offer coverage from the first day of employment and without waiting
periods for pre-existing conditions.

Require employers offering health insurance coverage to employees to also
offer dependent coverage to employees at group rates.

Require non-profit health insurance companies, individual health insurers,
group health insurers, self-insured employee group health plans and health
maintenance organizations to offer dependent coverage at group rates up to

age 24 (instead of age 21), if the child is chiefly dependent upon the
policyholder. '

Require non-profit health insurance companies, group health insurers, self-
insured employee group health plans and health maintenance organizations
to expand the duration of continuation coverage for terminated employees,
divorced spouses, widowed spouses and dependents from 9 months to 2 years
at the group rate.

Require non-profit health insurance companies, group health insurers, self-
insured employee group health plans and health maintenance organizations
to expand minimum benefits in conversion policies by: (a) raising minimum
dollar amounts on coverage, (b) expanding minimum services to include
physician services, if covered in the previous group plan, and (c) requiring
coverage of pregnancy, childbirth and miscarriage (which are now specifical-
ly excluded).

Specify responsibilities for notifying former employees of continuation and
conversion privileges, and require that separate notice be given to former
employees in plain language.

Impact of Health Insurance Reform in Kentucky. An estimated 85.5% of Ken-
tuckians were covered by private or government health insurance in 1983.37 Table 27 gives
the estimated 198S distribution by public and private health care insurers.
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TABLE 27

Kentucky Health Insurance Coverage by Type of Insurance

Insurer No. Persons % of Total Pop.
Blue Cross/Blue Shield of Kentucky 1,127,212 29.5
Commercial Insurers38 1,164,862 30.5
Medicare3® 490,000 12.8
Medicaid 336,940 9.1
Health maintenance organizations 135,000 3.6
Uninsured 553,217 , 14.5
Total Population 3,815,291 100.0

Coverage under Medicaid and health maintenance organizations is nearly com-
prehensive in the scope of benefits and most members incur only nominalcopayments or
deductibles. Medicare coverage is less comprehensive; the Medicaid program pays
Medicare supplement insurance for about 20,000 recipients; of the remaining Medicare
population 28% are not covered by Medicare supplement insurance.

The comprehensiveness of individually purchased private insurance contracts
(both Blue Cross/Blue Shield and commercial) varies moderately. Only 18% of private
health insurance policies are purchased by individuals; the remainder are purchased
through group contracts. Table 28 shows the percent of group health insurance policies of-
fering each specific type of coverage.

TABLE 28

Group Insurance Coverage by Service

Type of Percent of
Service Contracts Covering
Hospital expense 100%
Surgical expense 94%,
Physician expense 87%
Major medical40 84%
Dental 46%
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Thus, the vast majority of private group health insurance contracts provide fairly
comprehensive coverage. The problem, then, becomes one of assuring that as many spouses
and dependents as possible are covered by group policies, and extending coverage as long as
possible to former employees.

The long term impact of expanding state requirements would be to shift some of
the costs of health care for the medically indigent from federal, state and local government
and from health providers to employers and to persons actually covered by health insurance
policies. Health insurance companies would be required to close some of the current gapsin
health insurance coverage, and would increase their premium dollars as a result. The
federal and state government would also share in the costs of expanding coverage through
lost revenues due to tax deductions and exemptions for health insurance expenses and due
to expanded coverage requirements for government employees. This loss would be
mitigated by savings in the Medicaid, Medicare and other state and federal health pro-
grams.

Employer contributions for health insurance premiums comprise nearly 6% of
total compensation. A 1983 survey by the U.S. Department of Health and Human Services
found that the average annual premium for an individual employee was $816 and the
average annual family premium was $2112. Premium increases since 1983 have averaged
about 9% annually.4! The average employer contribution was 92% of the cost for in-
dividual employees, and 84% for the family premium. Of probably more significance to
Kentucky was the relatively small percentage of small companies providing health in-
surance benefits for their employees. Nationally, only 47% of firms employing fewer than
100 persons provide health insurance as a benefit, compared with 99% of medium sized
firms (100-999 employees) and 100% of large firms (1000 + ). Insurance status is also close-
ly related to the percentage of low wage employees in a company; nearly 30% of firms with
more than 50% of employees at or below minimum wage do not provide health insurance
benefits. In addition, very few employees working fewer than 30 hours per week are
covered by health insurance policies, even when benefits are offered to full time employees.
Employee health insurance is also less likely to be offered in non-unionized companies, and
in the agricultural, mining, construction, wholesale and retail trade and service industries.
Manufacturing, government, transportation and military employment are highly correlated
with the provision of health insurance for employees.42

As of May, 1985, 7.5% of the Kentucky workforce was unemployed, and the ma-
jority of these workers have been unemployed for five weeks or more, thereby exhausting
their employee health insurance coverage. Data is not available on the number of persons
who do not opt for continuation coverage, or who have exhausted the nine-month period
for continuation of benefits even if they had chosen to pay the continuation premium ex-
penses. Even fewer unemployed persons would be in a position to utilize their conversion
privileges, since premium costs are often double the cost of group coverage.
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Despite the lack of data on the number of persons who would take advantage of
expanded health insurance options, it can be reasonably assumed that making health in-
surance available to as many employed and formerly employed persons, dependents and
former spouses as possible would be a useful tool in reducing medical indigency in the
population. Other efforts to reduce gaps in health insurance policies, such as reducing
waiting periods for pre-existing conditions, would insure continuity of care, which could be
critical for people with chronic conditions. It would appear that existing statutes and prac-
tices do not provide adequate protection for persons who frequently change their place of
employment, or for unemployed persons, pregnant women and young adults.

Advantages and Disadvantages of Health Insurance Reform in Kentucky

Advantages:

1. Increased numbers of persons would be covered by comprehensive health in-
surance policies at lower rates, thereby reducing the extent of medical in-
digency.

2. Closing gaps in coverage would provide opportunities for lower cost alter-
natives to hospital and institutional care.

3. Health insurance coverage would be provided through the private sector,

' probably the most cost-effective way to purchase health expense protection,
and the risk of illness would be spread among the population as in any in-
surance arrangement.

4. Pressure on the already over-burdened public health insurance programs
would be relieved.

5. Some medically indigent persons would be brought into the mainstream of
the health care delivery system, slowing the trend toward separate health care
delivery system development.

Disadvantages:

1. Extended continuation of benefits provisions would increase the burden on
private employers and may cause some employers to reduce hiring or
eliminate health benefits entirely.

2. To the extent that unemployed persons need and utilize health care services
more than the employed population, expanding benefits could have an
adverse selection impact and raise overall group health insurance premium
costs,

3. The changes in health insurance requirements would pose an administrative
burden on health insurers.

4. An undetermined number of employees and former employees would forego
individual and dependent health insurance coverage even if continuation
coverage beyond the current nine-month period and open enrollment re-
quirements were expanded. Thus, increasing these requirements would not
have the effect of entirely eliminating medical indigency.
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RECOMMENDATIONS:

1.

The Kentucky General Assembly should enact legislation to require con-
tinuous open enrollment by private health insurers for recently unemployed,
married or divorced spouses and dependents.

The Kentucky General Assembly should enact legislation to require non-
profit health insurance companies, group health insurers, self-insured
employee group health plans and health maintenance organizations to offer

coverage from the first day of employment and without waiting periods for
pre-existing conditions.

The Kentucky General Assembly should enact legislation to require
employers offering health insurance coverage to employees to also offer
dependent coverage to employees at group rates.

The Kentucky General Assembly should enact legislation to require non-
profit health insurance companies, individual health insurers, group health
insurers, self-insured employee group health plans and health maintenance
organizations to offer dependent coverage at group rates up to age 24
(instead of age 21), if the child is chiefly dependent upon the policyholder.

The Kentucky General Assembly should enact legislation to require non-
profit health insurance companies, group health insurers, self-insured
employee group health plans and health maintenance organizations to ex-
pand the duration of continuation coverage .for terminated employees,

divorced spouses, widowed spouses and dependents from 9 months to 2 years
at the group rate.

The Kentucky General Assembly should enact legislation to require non-
profit health insurance companies, group health insurers, self-insured
employee group health plans and health maintenance organizations to ex-
pand minimum benefits in conversion policies by: (a) raising minimum dollar
amounts on coverage, (b) expanding minimum services to include physician
services if covered in the previous group plan, and (c) requiring coverage of
pregnancy, childbirth and miscarriage (which are now specifically excluded).

The Kentucky General Assembly should enact legislation to specify respon-
sibilities for notifying former employees of continuation and conversion

pri\_/ileges, and require that separate notice be given to former employees in
plain language.

D. Medical Malpractice Reform

Medical malpractice is negligent care by a health care provider that harms a pa-
tient. Undesirable results of medical treatment do not constitute malpractice unless the
practitioner negligently failed to adhere to prevailing standards of medical practice. Per-
sons injured (or their relatives) who feel they have been the victim of negligence by a health
care provider may seek redress by filing a lawsuit alleging medical malpractice. A 1972
Department of Health Education and Welfare study found that 7.5% of discharged
hospital patients nationwide had been injured as a result of medical treatment and that 29%
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of these injuries were due o malpractice. However, because many patients do not recognize
malpractice or may consider the result as bad luck, only one in ten victims of malpractice
files a claim. A Rand Corporation survey found less than 10% of malpractice claims in the
United States were tried all the way to verdict, with the verdict favoring the defendant
(provider) 75% of the time. The remaining cases were dropped or settled out of court.

To protect themselves from malpractice claims, health care providers obtain pro-
fessional liability insurance. The cost of premiums is based on experience rating for the
medical specialty and geographic area, with surgeons, obstetricians and anesthesiologists
paying the highest premiums, due to the risks inherent in their practices. In the mid-1970’s,
a number of public and private bodies concluded that a crisis in medical malpractice ex-
isted. Obtaining adequate malpractice insurance coverage at a reasonable price became in-
creasingly difficult, as many malpractice insurers were withdrawing from the market, citing
the increasingly higher amounts of malpractice settlements and awards by juries. As a
result, many states, including Kentucky, took action to limit malpractice awards and pro-
vide malpractice insurance at a lower cost.

The 1976 Kentucky General Assembly enacted Senate Bill 248 in an attempt to
reduce the cost of malpractice insurance and ensure its availability. The main provisions
were as follows:

(1) Eliminates the Ad Damnum clause in a malpractice complaint (prohibits ask-
ing for a specific dollar amount for damages).

(2) Makes evidence that a practitioner offered payment on a malpractice claim
inadmissible in trial and specifies that any payment made will be used to off-
set a damage award.

(3) Permits a jury to apportion damages among several malpractice defendants.

(4) Requires a warranty or guaranty by a health care provider to be in writing or
signed before it is admissible as evidence in a malpractice action.

(5) Requires the Commissioner of Insurance to approve any out of court settle-
ment in a malpractice action.

(6) Creates the Patients’ Compensation Fund to require every health care pro-
vider to carry insurance in the minimum amount of $100,000 per occurrence
and $300,000 per year, or to qualify as a self-insurer; pay the excess when a
settlement or judgment exceeded the $100,000; assess all doctors and
hospitals to capitalize the fund; and rely on the Commonwealth’s General
Fund if the Patients’ Compensation Fund were exhausted.

In the 1977 case of McGuffey v. Hall, the Kentucky Supreme Court found that
the funding system for the Patients’ Compensation Fund violated Sections 50 and 177 of
the Kentucky Constitution. (Section 50 prohibits the legislature from authorizing a debt
without a vote of the people and Section 177 prohibits the State or any of its agencies from
pledging the Commonwealth’s credit.) The court also found that a ‘‘blanket mandate to in-
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sure’’ may invite constitutional trouble if there is no limitation on the price of mandatory
insurance. These and other problems led the court to reject the provisions relating to the
Patients’ Compensation Fund in their entirety. Any future legislation would have to ad-
dress the price-limitation problem and could not rely on the General Fund as a backup,
unless a referendum were held.

The portion of the legislation forbidding plaintiffs from stating a specific sum of
money in the prayer for damages in their complaint was held unconstitutional by a Ken-
tucky court in 1981. The court held the law “‘clearly unconstitutional’’ as an invasion of the
courts’ rule-making powers and violative of Sections 27 (separation of powers), 28 (one
department not to exercise power of another) and 109 (judicial power vested in the court) of
the Kentucky Constitution.

From 1976 to 1983, average physician premium expenses grew 51% nationally
(from $4,700 to $7,100 per year), as compared with the 100% increase in the Medical Care
Price Index for the same period. The American Medical Association reports physicians’
average malpractice premiums were 4.4% of gross income in 1976, compared with 3.7% in
1983. Despite the apparent reductions in premiums of the past few years, malpractice rates
have recently increased from 10% to as much as 45% nationwide, with rates varying greatly
from state to state. Among the factors attributed to the current rise in premiums are rapid
rises in health care costs; increased use of dangerous and invasive medical procedures;
greater degree of specialization in medicine; higher number of claims for birth-related pro-
blems; poor doctor/patient communication leading to unrealistic expectations of treat-
ment; increased willingness to sue in general and the corresponding greater sophistication
of malpractice attorneys.

A number of critics maintain that there is no medical malpractice insurance crisis
and that insurers are profiting unfairly. They note that from 1977 to 1982, national major
malpractice insurers earned net premiums of $7.2 billion while paying losses (through set-
tlements or jury awards) of only $1.7 billion. Insurance companies maintain their cash
reserves are for future liabilities, while malpractice attorneys point out that insurance com-
panies have earned over $1 billion in investment income on these reserves. The Kentucky
Academy of Trial Attorneys notes that the growth rate in malpractice claims is only about
3% over the last decade and that claims paid by Kentucky’s largest malpractice insurer in-
creased 8.4% from 1981-1984, as compared with a 13.3% increase in health care expen-
ditures for that period. Trial attorneys also argue that the rise in malpractice premiums is
not due to more claims being filed or higher awards, but is a result of less than sound under-
writing practices and a decline in the investment portfolio of the property/casualty in-
surance industry as a whole. "

While the causes of the recent rises in malpractice insurance premiums remain in
question, the fact remains that practitioners are again faced with rising premiums. The
following amendments to the Kentucky Revised Statutes could be enacted to moderate the
size of malpractice awards and encourage a more expeditious review of malpractice claims:



(I)  Permit victims of malpractice to voluntarily submit claims to arbitration
panels in lieu of a jury trial. The decision of the panel would be binding on
both parties.

(2)  Abolish the contingent fee system as a method of paying attorney’s fees in
malpractice cases and provide for a sliding fee scale system instead. For ex-
ample, an attorney might be entitled to 30% of the first $100,000 of an
award, 25% of the next $100,000 and 20% of the balance.

(3) Require a party to a malpractice suit to pay the other party’s legal fees if it is
found the party acted frivolously in filing suit.

(4)  Establish statutory qualifications for expert medical witnesses in malprac-
tice actions.

(5) Allow structured settlements in malpractice cases, whereby damages are
paid in installments throughout the plaintiff’s lifetime.

(6) Require all malpractice claims to be reviewed by a pre-trial screening panel
to review the merits of the case and to encourage a settlement before the ac-
tion may be tried in court.

(7) Establish a statutory legal standard of medical care to be applied in all
malpractice cases.

(8) Re-establish the Patients” Compensation Fund (KRS Chapter 304) and ad-
dress the constitutional problems cited earlier.

(9) Limit the size of malpractice awards.

(10) Amend the collateral source rule of evidence to allow evidence in a medical
malpractice case that the plaintiff has received compensation from other
sources (such as health insurance) and require the amount of collateral pay-
ment be deducted from any malpractice award.

Impact of Policy Option. In Kentucky, medical malpractice insurers are required
by statute to notify the Commissioner of Insurance of settlements or judgments against a
health care provider in a malpractice case. The Commissioner is further required to report
the name of the practitioner against whom the settlement or judgment is made to the ap-
propriate licensure board for possible disciplinary action. For fiscal year 1984, this data
reveals a total number of 100 claims paid against physicians and surgeons at a total amount
of $3,496,479.85; 18 claims paid against hospitals and health care facilities at a total of
$644,203.32; and 12 claims paid against dentists at a total of $40,712.64. The number of
claims filed has increased approximately 25% since 1983 and the amounts awarded have in-
creased approximately the same percentage. The information gathered by the Department
of Insurance is limited in that it does not include surplus line insurers, insurers in other
states not known to the department or any pending cases.

Kentucky currently has approximately 6,500 licensed physicians, 2,700 licensed
dentists and 121 hospitals. It can be safely assumed that most carry some type of malprac-
tice insurance and would be affected by any change in premiums.



Advantages:
1.

Advantages and Disadvantages

Arbitration panels are better equipped than juries at handling complex
malpractice cases and render more equitable decisions.

Limiting attorney’s fees will discourage doubtful cases and encourage out of
court settlements.

Spurious claims statutes will discourage weak or frivolous malpractice
claims.

~Statutory qualifications for expert witnesses will encourage uniform stan-

dards statewide instead of differing standards from court to court.

Structured settlements would encourage lower payments and decrease the tax
liability for the plaintiff on a single large award.

Pre-trial screening panels would help to expedite the review of malpractice
cases and would encourage timely resolution. '

Disadvantages:

1.

Arbitration panels may be biased because they often contain a provider and
may pose constitutional problems, due to the sections of the Kentucky Con-
stitution guaranteeing free access to courts.

Attorney fee regulation may limit access to the legal system for persons with
difficult cases to prove.

Statutory qualifications for expert witnesses may be interpreted as an inva-

“ sion of the rule-making authority of the courts.

Structured settlements may involve higher administrative and court costs,
because the awards would be paid over time, and they would deny victims the
Interest a large award would earn.

Pre-trial screening panels would involve increased administrative costs and
might present constitutional problems cited earlier.

Limiting the size of malpractice awards would violate Section 54 of the Ken-
tucky Constitution. (‘“The General Assembly shall have no power to limit the
amount to be recovered for injuries resulting in death, or for injuries to per-
son or property.’’)

RECOMMENDATIONS:

1.

The Kentucky General Assembly should enact legislation to permit victims of
malpractice to voluntarily submit claims to arbitration panels in lieu of a jury
trial. The decision of the panel would be binding on both parties.

The Kentucky General Assembly should enact legislation to abolish the con-
tingent fee system as a method of paying attorney’s fees in malpractice cases
and provide for a sliding fee scale system instead. For example, an attorney
might be entitled to 30% of the first $100,000 of an award, 25% of the next
$.100,000 and 20% of the balance.
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10.

The Kentucky General Assembly should enact legislation to require a party to
a malpractice suit to pay the other party’s legal fees if it is found the party
acted frivolously in filing suit.

The Kentucky General Assembly should enact legislation to es}ablish
statutory qualifications for expert medical witnesses in malpractice actions.

The Kentucky General Assembly should enact legislation to allow structured
settlements in malpractice cases whereby damages are paid in installments
throughout the plaintiff’s lifetime.

The Kentucky General Assembly should enact legislation to require all
malpractice claims to be reviewed by a pre-trial screening panel to review the
merits of each case and to encourage a settlement before the action may be
tried in court.

The Kentucky General Assembly should enact legislation to establish a

statutory legal standard of medical care to be applied in all malpractice cases.

The Kentucky General Assembly should enact legislation to re-establish the
Patients’ Compensation Fund within the Department of Insurance (KRS
Chapter 304) and address the constitutional problems cited by the 1977 Ken-
tucky Supreme Court which ruled it unconstitutional.

The Kentucky General Assembly should enact legislation to limit the size of
malpractice awards.

The Kentucky General Assembly should enact legislation to amend the col-
lateral source rule of evidence to allow evidence in a medical malpractice case
that the plaintiff has received compensation from other sources (such as
health insurance), and require that the amount of collateral payment be
deducted from any malpractice award.
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CHAPTER V.
INDIGENT CARE PROGRAMS IN OTHER STATES

Although the states have various individual approaches to addressing the problem
of medical indigency, these approaches generally fall under two major headings: policies
designed to extend coverage under governmentally-financed health care programs to more
persons, and policies designed to make commercial health insurance coverage available to
more persons, thereby, reducing governmental expenditures needed to fund programs for
the medically indigent.

Firstly, in attempting to extend coverage under governmentally-financed pro-
grams to more persons, a large number of states with small ‘“Medically Needy’’ com-
ponents or no ‘‘Medically Needy’’ component under Medicaid have chosen to expand their
Medicaid program to cover this population. :

In addition to expanding their Medicaid program, many states have chosen to
establish a program using state funds only for the medically indigent. Among states with
such programs, trends are toward centralizing funding and administration of the program
at the state level and providing coverage for a rather comprehensive range of medical ser-
vices. However, state programs generally fall into three categories.

The most popular type of program is statewide, state-administered, and state-
funded. Eligibility and reimbursement standards are set at the state level and every county
or locality in the state operates essentially the same program. » ,

Another type of program, sometimes referred to as a state optional program, is
usually funded jointly between the state and the locality. Usually, the locality buys into a
uniform state eligibility and reimbursement system by pledging a certain percentage of its
local tax assessments. In most such states, the state also processes claims from providers;
however, some states require the locality to provide for care of the medically indigent, but
allow the locality to determine in what manner to deliver these services. Under such
systems, programs vary widely from county to county in their eligibility, reimbursement
and services.

In the final type of program, the state provides funding for programs for persons
with a specific disease or condition.

Secondly, in attempting to make health insurance more accessible to their citizens
and to reduce the level of government funding for programs for the medically indigent,
some states have concentrated on statutes requiring continuation or conversion of group
health insurance policies when an employee is terminated or laid off and on establishing
risk sharing pools for high risk uninsurables.

A more detailed discussion of these approaches to addressing the problem of pro-

viding health care to the medically indigent and of the states’ experiences in carrying out
these policies follows.
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A. Expansion of the Medicaid Program

Perhaps the most popular means of addressing the problems of the medically in-
digent has been to expand the state’s Medicaid program by deciding to make more medical
services available to recipients or by expanding eligibility guidelines to cover more people,
or both. The primary reason for the popularity of this approach is that it allows the state to
receive matching federal dollars for every dollar the state spends. In simple terms, the state
gets more for its dollar by tapping into these federal dollars.

Currently, the federal government requires the state to provide eleven specific ser-
vices under its Medicaid program and allows the state the option of covering many other
medical services. Similarly, the federal government requires that Medicaid be available to
certain categories of people referred to as the ‘‘categorically needy’’ and allows the state the
option of covering other specified categories of people referred to as the ‘‘medically
needy.”” Only 33 states, including Kentucky, have chosen to have a ‘“‘medically needy’
component.

The scope of services and the categories of persons covered under Kentucky’s
Medicaid program are nearly as extensive as is allowable under Federal law. Although there
is little room for expansion to cover additional services or groups of people in Kentucky’s
program, many states have covered more persons because their income eligibility limits are
higher than Kentucky’s limits; Kentucky’s income eligibility limit currently ranks thirtieth
among the 33 states operating a ‘‘medically needy’’ component. Kentucky’s Medicaid pro-
gram and areas where the program can be expanded are discussed in greater detail in
Chapter 111 (Part C) of this report.

B. State-Funded Programs for the Medically Indigent
Providing Comprehensive Services

Currently, thirty-one states have a statewide indigent health care program. These
programs take many forms, the most popular form being a sort of state-administered and
state-funded Medicaid program. Typically, these types of programs are statewide and state-
administered, with eligibility criteria identical to the Medicaid program, except that they
cover categories of people for which Medicaid cannot receive matching federal funds, i.e.,
single adults and married couples without minor children, who are able-bodied and bet-
ween the ages of 21 and 65. Because of this fact, these programs are financed entirely by the
state or jointly by the state and locality.

In choosing this means of ‘‘expanding Medicaid,”” the states and localities are

“mimicking a move they have also taken with their AFDC programs. Finding that the AFDC
program did not offer the flexibility to cover all persons in their states needing financial
assistance, many states and localities chose to set up cash assistance programs for persons
not eligible for AFDC, i.e., single adults and married couples without minor children, who
are able-bodied and between the ages of 21 and 65. As a logical evolution, many states ad-



minister their statewide program for the medically indigent in conjunction with the state’s
or locality’s general assistance program (as these cash assistance programs are commonly
called), using eligibility standards for their general assistance program as the standard for
the medical assistance program. Although most states operating such programs have an cx-
isting general assistance program, a few states do not. Maryland’s indigent care program is
an example of a program which is closely linked in services and eligibility criteria to
Medicaid and is administered in conjunction with its general assistance program.

Among the thirty-one states with a state indigent health care program, wide varia-
tions exist in the following areas:

¢ Program Administration—Fifteen states administer al! aspects of the pro-
gram, while the remaining fifteen states share responsibility, e.g., for con-
ducting eligibility determinations, with the counties.

* Eligibility Guidelines—Eighteen states set statewide eligibility standards as
well as setting the range of services available under the program.

* Funding—Fifteen states totally fund their program with state dollars, while
sixteen are jointly funded by the state and local government. The state fun-
ding percentages range from 50% to 92% state funds, with 75% representing
the mid-range.

Generally, these types of programs are more comprehensive in scope of coverage
and services than other types of state programs for the medically indigent. However,
because these programs do not receive matching federal funds and rely totally on state and
local funds, such programs are operated predominately in the more industrialized and
populous states, which can afford to make a large commitment of state and local funds.

C. State-Supported Local Programs

Several states use more individualized means of administering programs for the
medically indigent, which are explained in more detail below:

1. California, in January, 1983, discontinued its state-funded program for the
indigent through the Medi-Cal program and shifted responsibility for the in-
digent back to the county. The state reallocated to the counties 70% of the
funds previously paid out under Medi-Cal’s Aid to the Medically Indigent
program to the counties for funding of the county-based programs. The
counties can design and administer their programs to suit local needs by con-
tracting directly with providers for care, providing the care themselves, or
making referrals to providers for care. Whichever option is chosen, the coun-
ty makes payment to the provider. Counties with a population of less than
300,000 have an additional option of contracting back to the state for ad-
ministration of their indigent care programs.

2. Louisiana provides funds to its nine state hospitals for providing medical care
to the indigent. Citizens needing emergency and primary medical care receive
it through one of these hospitals. This system was originally established in the
1930’s.
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3. lowa requires counties to be responsible for their medically indigent popula-
tion. The state provides funds to the University of lowa’s hospitals and
clinics for the purpose of allotting a certain number of slots for each county.
Residents of rural counties are provided a statewide transportation system to
take them to the University hospital.

4. Utah and Illinois allow the counties to buy into a state indigent care program
by paying an assessment to the state. In return for the county funds, the state
sets eligibility and reimbursement standards for the program and processes
providers’ claims.

D. State Programs Funding Specific Diseases or Conditions

Fourteen states operate indigent care programs designed to reach a small target
population suffering from a specific disease or condition and unable to obtain medical
care. Generally, these programs cover such diseases or conditions as renal disecase
(Wisconsin), sickle-cell anemia, cancer (Missouri), hemophilia (Wisconsin), tuberculosis
and pregnancy. Five states (Maine, Pennsylvania, Illinois, New Jersey, and Maryland) have
a program providing coverage of prescription drugs for the elderly and disabled.

Recently, increased attention has become focused at the state and local levels on
programs targeted on pregnant women and children. These types of programs fund
prenatal and perinatal health care for high risk mothers and are attempting to reduce high
infant mortality rates associated with a lack of adequate prenatal care. Their focus on
preventative orientation is somewhat unique. Florida, Missouri, and Washington currently
operate programs targeting pregnant women and newborns.

Programs focusing on specific diseases or conditions are usually intended to sup-
plement rather than replace programs covering more comprehensive medical care.

E. Continuation and Conversion of Group Health Insurance Policies

The goal of both continuation and conversion provisions of group insurance
policies is to increase the number of people with health insurance coverage and, thereby,
reduce the governmental expenditures needed to fund programs for the medically indigent.
Thirty-one states, including Kentucky, require employers to offer employees who are being
terminated or laid off the option of converting their group health insurance policy to an in-
dividual policy. The employee pays for the policy at the higher individual policy premium
rate.

By contrast, only nineteen states require employers to provide continuation of
health insurance coverage to an employee after termination or layoff. Continuation provi-
sions enable the employee to elect to continue insurance coverage at the lower group rate
for a period ranging from one to eighteen months.

. Such provisions have not lived up to expectations. Although they provide a
mechanism for making health insurance available to the unemployed, many unemployed
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persons have not opted to take such coverage even at a group rate. The primary reason for
this reluctance is one of simple economics. If a person has no job and, consequently, little
or no income, that person is more likely to use available funds to pay shelter and food ex-
penses than to purchase health care coverage. ‘

F. Risk-Sharing Pools for High Risk Uninsurables

Seven states have established state risk-sharing pools for high risk uninsurable
persons who have difficulty obtaining health care coverage, primarily due to their age or
health. Although Connecticut allows anyone to purchase through the pool, most programs
require a person to have been turned down by one or more insurers before becoming eligi-
ble to purchase through the risk-sharing pool.

Although such programs do make insurance available to difficult to insure per-
sons, premiums under these programs range from 125 to 200% of premiums available
under most group insurance packages. Presumably because of the high premiums, few peo-
ple are enrolling in the programs. Minnesota found that between 1977 and 1981 only .05%
of the state’s uninsured individuals were covered. Connecticut estimates only 4% of its
uninsured population is covered under its program.

Despite the cost of premiums, states have found that these premiums do not
generate enough income to finance the program, thus requiring an infusion of state funds
to keep it afloat. In the period from 1977 to 1981 , Minnesota’s program paid out $2 million
more in claims than it received in premiums.

G. Programs Funding Catastrophic Health Expenses

Four states have attempted to operate catastrophic health insurance programs.
The goal of such programs is to reduce destitution by assisting persons in paying bills
resulting from a lengthy illness or costly treatment program. These programs are targeted
primarily to middle-income individuals with health insurance who have a serious health
problem. In order to benefit from these programs, persons must exhaust any health in-
surance benefits they have and pay substantial deductibles and co-payments from their own
pockets.

Ouiy three states are currently operating a catastrophic health expense program.
Minnesota discontinued its program in 1981, because of a dramatic increase in program cx-
penditures coupled with a downturn in the state’s economy. All states have had to modify
their programs since implementation, by further restricting eligibility and increasing deduc-
tibles and copayments, in an effort to control expenditures and provide coverage to more
beneficiaries.
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On the whole, this type of program has been found to be expensive, providing
benefits to a very small number of persons. Although the programs attempted to serve
middle-income families, Minnesota and Rhode Island found that 70% of beneficiaries had
annual incomes of less than $10,000 and Maine found that 90% had annual incomes of less
than $5,000. Expenditures under all programs went predominantly to pay for hospital care.
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APPENDIX B
THE PROBLEM OF MEDICAL INDIGENCY

Scenarios

Scenario | _

Susan and Michael are farmers living on 700 acres of land in Eastern Kentucky.
They have three children and after farm expenses had $16,000 in net income last year.
They are not affiliated with a farm organization, and thus cannot obtain health insurance
at a group rate and cannot afford the $268 monthly family rate. The children have never
been to a doctor. They owe the local hospital $4000 from the birth of their third child and
Susan has been neglecting a gall bladder condition because of the potential costs. One
night her condition worsens and she is refused treatment at the local hospital. They drive
to the University Hospital where she has gall bladder surgery. She stays in the hospital
for 8 days, incurring $7800 in additional medical expenses.

Scenario 2

Jenny Smith is a 17 year old high school student. Her father works as a janitor in a
local warehouse with an annual income of $8000. He receives health insurance for
himself through his employment, but is unable to afford dependent coverage for his wife
and daughter, which would cost an extra $90 per month. Jenny is pregnant but doesn’t
eat much so she doesn’t have to tell her parents. Finally they discover her pregnancy in
the fifth month and visit a local physician, who requires a $250 deposit for prenatal and
delivery services. In addition, they are advised that the hospital will require a $1200
deposit prior to admission. The Smith’s cannot afford these deposits. Jenny’s father tries
to add her to his health insurance policy but is told she has a pre-existing condition and
the policy would not cover the pregnancy of a dependent minor anyway. In her seventh
month of pregnancy, she is referred to a local health department, which accepts her for
prenatallcare and arranges for her to enroll in the Medicaid program. The child is born
prematurely with multiple handicapping conditions and incurs $85,000 in neonatal inten-
sive care charges. $30,000 is reimbursed by Medicaid and the state Maternal and Child
Health Program covers 53% of the remainder, leaving the hospital with $29,150 in un-

collectable bad debt. Eventually the child is placed in a state institution at an annual cost
~ of $30,000.

Scenario 3
John and Martha are a young couple with two children. Martha has a congenital
heart condition and cannot work. John is an unemployed GE worker, is receiving $580 in
unemployment compensation and union benefits. They cannot afford to continue their
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health insurance benefits even though that option is available to them. Martha applies
for AFDC, SSI and Medicaid but does not qualify because they are an intact family with
»excess income** and her condition isn’t severe enough to qualify her as ’disabled.** She

receives care from her family physician on a charity basis, but does not have enough
money for drugs or cardiovascular testing. On one of her daily walks Martha has a heart
attack. She is sent to a cardiac intensive care unit in Louisville and partially recovers after
heart bypass surgery and a two-month hospital stay, incurring $100,000 in hospital and
physician charges. After her discharge from the hospital, the family try to care for Mar-
tha at home but find they are unable to do so. Home health services cost $50 per visit and
Martha still doesn’t qualify for Medicaid or SSI. Martha enters an intermediate care
facility. After 30 days she becomes eligible for Medicaid since she is now considered liv-

“ing apart from her family. Meanwhile, her husband has been reemployed but declares
bankruptcy after being unable to pay the hospital bills. John becomes severely depressed.
The children eventually go live with their grandparents.

Scenario 4

Hilda and Ned are a 70-year-old married couple who live in a $180,000 house
which is paid off. Ned is a retired coal company executive and receives Social Security
and a pension, which is their only income. Two years ago on the advice of their attorney
they transferred their savings, CDs and other assets to a trust fund for their grand-
children. Ned receives renal dialysis services paid for by Medicare at an annual reim-
bursement of $26,000 per year. Ned goes to his physician, who conducts blood tests at
each weekly visit and bills Medicare on a fee-for-service basis. When Ned’s condition
worsens, he is placed in a skilled nursing facility. When his Medicare length of stay limit
runs out, he qualifies for Medicaid. After three years in the institution, costing the state
Medicaid program $54,000, Ned dies. Hilda sells the house and moves to Florida.

Scenario 5

Tony is a 19 year old high school graduate working 30 hours a week at Wendy’s
and living with friends. He has no health insurance. In high school he played football and
badly injured his knees. He now needs surgery and qualifies for the University Hospital
indigent care fund. Tony sees the physician at the University, who tells him the surgery
must be performed on an outpatient basis. He is advised that the indigent care fund does
not cover outpatient care, and the surgery will cost him $2,000. He decides not to have
the surgery despite the constant pain. ’ ’

Scenario 6
Jim is a married 38 year old man working in a chemical factory. He develops a
rare form of blood cancer known to be associated with contact with the chemicals his
plant produces. He is fired and files suit against the company. He does not qualify for
Worker’s Compensation or Social Security benefits. After one year, his option to con-
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tinue his health insurance benefits runs out and he cannot qualify for any other health in-
surance, due to his medical condition. He drives to an oncologist in Cincinnati to receive
his radiation therapy treatments and incurs $1500 per month in medical bills. A collec-
tion agency obtains a judgment against him and garnishes his wife’s wages. Jim is
hospitalized and dies. His wife is left with $50,000 in medical bills. The lawsuit against
the company is still pending.

Scenario 7

Dr. Jones is a 58 year old general surgeon in solo practice in rural Western Ken-
tucky. During his 30 years of practice he has always treated anybody in need, regardless
of their ability to pay. The only other physicians in town are two National Health Service
Corps physicians who plan to leave as soon as their federal obligation is met. His
caseload has always been about 20% charity care, with the remainder covered under
private insurance, Medicare or Medicaid. Recently the nearby car plant negotiated a con--
tract with a private clinic 30 miles away requiring all their employees to use the clinic or
face substantial copayments. He loses about one-half of his privately insured patients as
a result. Medicaid advises him he must perform more surgery on an outpatient basis and
that he must pre-authorize all hospital admissions. The local hospital administrator in-
forms him that the hospital is losing money on Dr. Jones’ Medicare patients due to
DRGs, and asks him to discharge patients earlier. He begins to run a deficit at his office,
and becomes overwhelmed with indigent patients after the National Health Service Corps
doctors leave. Frustrated and overworked, Dr. Jones decides to retire early, leaving the
community without a doctor.

Scenario 8
Regional Hospital is a 250-bed, nonprofit hospital in a metropolitan area. The
hospital has a major obstetrical unit and performs 4000 births per year. 500 of these bir-
ths are for Medicaid recipients, for which the hospital is paid 98% of its costs. 300 of the
births are for indigent patients. The insurance companies assist in covering charity care
and bad debt, and the hospital breaks even in its obstetrical unit. However, a significant
proportion of Medicaid and indigent patients deliver premature and, other low birth
weight infants, which are then transferred to the hospitals neonatal intensive care unit. In
addition, other hospitals refer indigent children requiring a tertiary level of care to
- Regional Hospital. Medicaid will not pay for hospital care beyond the 14 day limit,
although the average length of stay for neonatal care is 23 days. Regional Hospital runs a
$2,000,000 deficit in its neonatal intensive care unit and a $3,000,000 deficit in its other
infant care units. Fortunately, a private philanthropic organization covers the losses.
Meanwhile, a local hospital chain offers a new insurance program requiring their
members to use the chain’s hospitals or incur substantial copayments. In addition, many
insurance policies offer substantial rewards for mothers leaving the hospital 24 hours
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after birth. Regional Hospital loses 20% of its privately insured patients and is no longer
able to totally shift the uncompensated costs of its Medicaid and indigent patients. The
private philanthropic organization underwriting the charity care advises the hospital that
it can no longer afford to subsidize the neonatal and infant care units at existing levels.
Other hospitals continue to refer indigent obstetrical patients, neonates and infants to
Regional Hospital.

Scenario 9

A federally-qualified nonprofit HMO provides comprehensive health care services
for 1000 indigent patients under a federal grant for that purpose. In addition, it serves
500 Medicaid patients on a prepayment basis under an agreement with the state Medicaid
program. A private for-profit HMO Corporation purchases the HMO, and the federal
government advises the Corporation the federal grant will cease. The HMO disenrolls the
Medicaid and indigent patients, after being unable to renew the prepayment arrangement
with state government. The patients are referred to the local health department and other

- state programs for health care, but there are significant gaps in available services. Some

- of the Medicaid recipients are unable to find a physician who will accept the Medicaid
card. The HMO grows substantially, and soon has a sufficient market share to negotiate
more favorable rates with local hospitals. The hospitals lose their ability to shift nearly
$1,000,000 in charity care costs to the HMO.

Scenario 10

A large commercial insurance company has always prided itself on its willingness
to help provide for people without health insurance through covering a substantial pro-
portion of bad debt and charity care in its rate setting program for hospital reimburse-
ment. In the last five years it has faced stiff competition for members by other insurance
companies and new competitors such as preferred provider organizations and health
maintenance organizations. Feeling pressure from employers to compete with the lower
premiums of these organizations, the insurance company decides it will cover only its pro
rata portion of bad debt and charity care costs and will negotiate up to 14% hospital dis-
counts for its members. The hospitals are infuriated, and publicly blame the insurance
company for having to deny care to charity patients. Meanwhile, the hospitals contract
with HMO’s and PPO’s at even lower rates in order to keep their beds full.
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APPENDIX C
Kentucky Revised Statutes Relating to ‘‘Indigent Persons’’

KRS 31.100: Defines ‘‘needy person’” or “‘indigent person’” as ‘‘unable to provide
for the payment of an attorney and all other necessary expenses’’ of legal representation.

KRS 31.120: Sets forth the procedure for determining whether the court should
provide legal counsel to represent indigent persons. Sets forth an ‘‘affidavit of indigency”’
to be used in such procedure.

KRS 31.240: Authorizes counties to compensate legal advocates for indigent per-
sons. Requires the county to pay any amounts in excess of state contribution for legal ser-
vices.

KRS 156.455: Authorizes local school boards to furnish ‘‘indigent children’” with
textbooks (indigent not defined).

KRS 160.330: Authorizes school boards to furnish ‘‘indigent children’’ with
school supplies (indigent is not defined).

KRS 194.090(3): Relating to citizen advisory bodies attached to the Cabinet for
Human Resources - Creates the Council for Social Insurance to, among other duties, repre-
sent ‘‘the poor’’ (not defined).

KRS 205.520(2): ‘“The General Assembly . . . recognizes and declares that it is an
essential function, duty and responsibility of the state government to provide medical care
to its indigent citizenry; and it is the purpose of KRS 205.510 to 205.630 (Medical
Assistance Act) to provide such care.”’ (No definition of indigent.)

KRS 212.370: Relating to local boards of health, states: ‘““The board (referring on-
ly to the Louisville and Jefferson County Board of Health) shall, except as otherwise pro-
vided by law, have exclusive control and operation . . . of all matters relating to institu-
tions safeguarding the public health, including city or county hospitals . . . medical care of
the indigent.”’ (No definition of indigent.)

KRS 212.628: ““The board (Lexington and Fayette County Board of Health) may
control, operate or monitor all matters within the county affecting public health including
institutions established to safeguard the public health which may encompass city or county
medical facilities, nursing homes, medical care of the indigent, and laboratories and clinics
necessary for the promotion of public health . . . .”’

KRS 215.310: Relating to the care of an ‘‘indigent’’ person in a tuberculosis
sanatorium. (No definition of indigent.) (Repealed effective July 1986.)

KRS 215.390: Permits a county to use unexpended funds originally intended for a
tuberculosis sanatorium for a ‘““poor farm’’ instead. (Repealed effective July 1986.)

KRS 273.437: Requires community action boards to be organized so ‘‘the poor”’

can “‘influence the character of programs’’ administered by the community action agency.
(No definition of poor.)
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KRS 276.240: Authorizes common carriers (railroads) to provide tyap_sportalion
free or at reduced rates to ‘‘indigent destitute and homeless persons.’’” (No definition.)

KRS 441.045: Requires county governments to pay for medical care for ‘‘in-
digent’’ prisoners in the county jail. Indigency is determined by the procedure set forth in

KRS 31.120 in which the court certifies a person’s indigency. This section also re-
quires payment for prisoners who are ‘‘uninsured.”’ (This is the only KRS that ex-
tends the definition of indigent beyond financial criteria to include persons with no health
" insurance.)

KRS 453.190: Relating to the payment of court costs, defines ‘‘poor person’’ as
“‘a person who is unable to pay the costs and fees of the proceeding in which he is involved
without depriving himself or his dependents of the necessities of life, including food, shelter
or clothing.”” This section allows a ‘‘poor person’’ to file or defend any action or appeal
without paying court costs.

KRS 530.050(4): Requires persons over the age of 18 to provide support for an

““indigent parent’” destitute of means of subsistence and unable because of old age, infirmi-
ty or illness to support himself or herself.
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APPENDIX D

l1l1-Burton Obligations in Kentucky
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APPENDIX E

Special Medicaid Program ReVigw
Advisory Committee Recommendations

Summary and Recommendations

Background:
Covernor Martha Layne Collins' ‘ creation of a Special Medicaid

Program Review Advisory Committee is a significant event in the
history of the Medicaid Program. In view of the "alarming growth" in
Medicaid Program expenditures in recent years the Governor asked the
Advisory Committee to make a "comprehensive review of the entire
Medicaid Program...to assure a cost effective and efficient system
while emphasizing and maintaining the highest quality of support and
care. "

With this charge in mind, the Advisory Committee proceeded to
receive testimony both in its Committee sessions and in its subcommit-
tee sessions, all of whfch were open to the public. Testimonies cov-
ered topics pertaining to Medicaid eligibility, services and
relmbqrsement, financing, the current and proj§cted economic and
demographic outlook in Kentucky, the neéd for broader health cover-
age, other states' attempt to deal with Medicaid and indigent health
éare funding, previous actions by the Cabinet for Human Resources to
contain costs, and proposals for alternate delivery systems for provid-
ing health care. |

Subcommittee and Advisory Committee deliberations have resulted
in re-commendations designed to meet the following objectives: h

o To maintain a2 basic program for persons in Kentucky who are

| in need of health care but are unable to pay.
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To restructure the approach to and -the reimbursement of
health care services to eligible persons in order to contain the

rate at which costs have grown.

To ensure that basic, high quality medical services are avail-
able to all persons who are eligible for Medicaid today and in

the future.

To guarantee that the State does everything possible to elimi-

nate all forms of fraud and abuse of the Medicaid Program.

To implement all effective and efficient cost containment efforts

and therefore, maximize Program benefits for recipients.

To reform the present health -c;ar'e system to make it fiscally
sound for the future; to include provisions for case manage-

‘ment and shared dollar risk or other financial incentives.

To maximize Federal financial participation in the provision of

care to needy Kentuckians.
To design a system of long term care services and incentives

which discourages anyone from participating unnecessarily in

the Medicaid Program.
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o To ta'ké ad\)antage of all possible resources (liens, transfer of
assets, revenue ~vrecover"y,'insurance, etc.) which will result in
less dependence on State and ‘Federal funds.

Summary:

Implementation of the Ad\)isoryv Committee's recommendations would
result in a 'riumber of changes in the Medicaid Program. The changes
would affect r;ei:ipients, potential recipients and providers, as well as
management of the Program. The Program would expand its eligibility
criterion to include additional groups of the indigent population.
However, there remains an indigent population whose needs are not
addressed ihrough these recommendations.

A range of services would continue to be available to eligible
reciplents with the addition of hospice care and the increased avail-
ability of preventive care and other services. Additional home and
community services would be available on a statewide basis for persons
who would otherwise be eligible for SNF or ICF levels of care.

It is expected that one major impact would result in a shift in
the emphasis of the Program from being a vreimbursement agent to
becoming a "prudent purchaser" of needed services. The delivery
system would have an assigned case manager for each recipient with
services based primar?ly on medical needs rather than social needs. It
‘would contain sorﬁe provisions of shared dollar risk or other cost
containing options b.ased on implementation experience. it would
provide a range of services, which would be paid forlat a reasonable
rate. There would be opportunity for a wide variety of.health care

providers to participate.
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Providers would be affected in several ways Iincluding the
participation of some Ss case managers. Providers would‘ also bhe
affected by emerging financing and reimbursement options and reim-
bursement would be more equitable for certain medical providers. The
number of long term care beds would continue to be restricted, howev-
er, there would be an emphasis on devélopment of additional sources of
paymént for long term care. Some providers would also be affected by
Increased oversight relative to the quality and quantity of services
pfovided, but they would be reimbursed accordingly.

Staffing within certain specified components of the Program would
need to be increased, including those relating to fraud detection,
abuse surveillance, quality assurance and eilgibility determination.

The réci'pients of services would not only be the beneficiaries of
some imprerment in service availability but would have the benefit of
additional heaith education. Consumers shbu[d have improved access
to community based services and a greater range of choices for the
provision of long term care services which should result for some in
’postponetﬁent or prevention of the need for institutional care.

Implementation of some of the other recommendatlons would}v contin-
ue coverage for current eligible groups and increase the number of
eligibles in several instances: approximately 15,000 additional children
in intact families up to _ége 18 (19 if in school) would be elig‘ible:
approximately 13,500 addcitional persons would become eligible by the
ihcrease in the AFDC payment level; and, éeveral thousand additional
persons would ‘be'potentially eligible with the .cha'nge in spend-down
rules and implementation of the Home and Community Based Services

Waiver Project statewide.
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Together, these changes should result not only in improved

quality, coordjnatlon’ and continuity of health care for the eligible -

population, ’Abut‘ should also- provide for the establishment of a managed

system  which ‘would have more bredlctab‘le “costs: and more predictabte:

outcomes:

The -recommendations made by the Advisory Committee are divided-

into three Chapters; Strucfure, Redirection and Expansion.

Recommendations:

 Structure

The Medicaid Program should continue coverage of the existing
Categorically and Medically Needy eligible groups.

The Médtcaid percentage increase in the -Géheral- Fund should be-

at least the same as the percentage increase in the .general- tax
revenue. '

sm to: eliminate: fraud:  and: abuse: in‘ thes Medicaid: Prograwy:

“o¥intunstfibd:’  Additional: quatified cpersonnel are-neededs

The Committee endorses the efforts. of the’ Cabinet for Human-
Resources to implement KenPAC and/or other 'cost effective pro-

grams. Incentive based utilization controls and quality assurances .

~that impact both providers and‘ consumers are essential to cost

control and should be implemented throughout the Medicaid sys-
tem. These systems should be based: primarily on medical need
rather than social need and must recognize and incorporate the-
following characteristics:

a. Strong and’ effective: gatekeeping capability with proper case.
management. _

b. -~ Efficient use of the least expensive delivery options with-

. assurance of quality care. : :

c. Shared financial risk and/or other financing options which"
~create incentives to control cost.

d. Opportunity for a variety of urban and. rural provider -
participation, i.e., solo, group, institutions. and others.

‘e.  Applied to full range of services.

f.  Paid for-at a reasonable rate for- necessary services.
g. With incentives tc reduce costs and maintain.:quality. .

Consultants' independent of the Cabinet should 'be* employed- to:

(a) conduct a management audit of the Cabinet - for Human Re--
sources which would include specific recommendations for organ=-
izational changes taking into account the significant’ changes-
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10.

11.

12.

13.

14,

which have taken place In our health care system, the necessity
to effectively manage our current and future dollars expended for
health care and providing health care for indigent citizens of the
Commonwealth; (b) conduct an actuarial study of the Medicaid and
Indigent care population to project the future costs of the pro-
gram; and (c) develop, In concert with the Secretary for Finance
and Administration, a unified approach for the selection and
purchase of all health care services utilizing State dollars which
shall incorporate appropriate financial monitoring.

The Advisory Committee recommends the implementation of the
recommendaticns of the Special Drug Formulary Review Team
Report of August 1, 1985.

The Cabinet should implement procedures to assure that transpor-
tation services are utilized appropriately, to include verification
of client appointments.

All licensure standards should be reviewed for unnecessary cost
escalating features.

A quality assurance mechanism should be developed to assure that
people receive the care for which they have been certified and
for which the Medicaid Program has been billed.

The Cabinet should examine the entire reimbursement system,
particularly as it -relates to depreciation and interest costs, to
determine whether each element warrants reimbursement and at
what rate. :

This examination should be completed within 60 days.

Attention should be given to maximizing the use of Federal funds
wherever possible, especially for expensive specialized care.

The Cabinet should examine the practice of reimbursement for
organ transplants and emerging technologies, taking fully into
account the cost effectiveness of the procedures.

Fee schedules for professional providers of dental, obstetrical,
primary care and other selected services should be updated based
on 1984 figures. Annual adjustments in fees shall not exceed the
increase in the Consumer Price Index (CPI). Professional provid-
ers (new and old) should be paid on the basis of the composite
fee profile so that there is a uniform payment when the same
services are rendered.

Adjustments in fee schedules recommended herein shall be made as
KenPAC and/or other cost effective programs, as described in
Recommendation &, are implemented.

The Cabinet should investigate' revising home health caps from a

per discipline cap to an aagregate cap and/or using median
figures rather than a weighted median to determine caps.
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15.

16.

17.

18.

19.

20.

21,

22,

23.

28,

The Cabinet should send a directive to the Department for Social
Insurance field staff reinforcing the Agency's policy regarding
Medicaid eligibility for pregnant women in intact families.

The Advisory Committee supports enactment of legislation to
reduce the impact of malpractice claims on institutions and
providers including, but not limited to, requiring a fixed fee
schedule of reimbursement for legal fees.

In the short run, the long term care bed construction moratorium
should remain in effect to permit the expansion of less expensive
and more cost effective services.

All admissions to long term care facilities and services (home
health, intermediate care or skilled care, etc.) should be
prescreened for medical necessity including whether or not the
service could be provided cost effectively.

The intermediate care facility (ICF) patient status determination
criteria should be substantially constricted.

The ICF level of care criteria should be revised to clearly exclude
ICF coverage under the Medicaid Program for individuals whose
needs can acdequately be met in a personhal care or other less
restrictive setting.

The State's contract with the peer review organization (PRO),
under which the organization reviews and certifles individual
eligibility for long term care facility services, should be explicitly
worded and carefully monitored to ensure that the State's intent
is fully met.

The Cabinet should: (a) assure that institutional services are
provided only when less expensive community based services are
not available or feasible; and (b) assure control over the informaz-
tion gathering and analysis portion of its case management
system.

The Cabinet should amend the peer review orgarization contract
to provide for a three (3) month review of patient status for
intermediate care rather than the current six (6) month review.

The Cabinet should examine the feasibility of implementing a case
mix reimbursement system for long term care providers.

The feasibility study should be completed within 60 days.
Incentives should be developed that allow the supply of innovative
and cost effective long term care services (home health, personal
care, intermediate care or skilled care) to grow to reflect the
neecs of the population.

The Medicaid Program should independently establish its own
demographic need criteria and apply them to requests to certify
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25.

26‘

27.

28.

29,

30.

31.

long term care beds and facilities for Medicaid reimbursement. Mo
additional beds should be certified for reimbursement.

Licensure standards for hospitals should be adjusted to accommo-
date the flexibility of dual licensure in a cost efficient manner.

The Cabinet should extend the Bluegrass Area Development
District (ADD) Home and Community Based Waiver Project state-
wide. In order to ensure this Program will be available to those
who wish to participate and would be eligible if in a
Medicaid-certified long term care facility, the State should deter-
mine eligibility in the same manner as if the individual were
institutionalized and establish an independent income standard
(i.e., SSI income level) to achieve Medicaid eligibility in the
home.

The Advisory Committee endorses the concept of hospice care and
Medicaid reimbursement for such care.

A one (1) month spend-down period should be implemented as
opposed to the current three (3) month period.

The Cabinet should place liens on real property of Medicaid
clients receiving care in a skilled or intermediate care facility
within the limits of what is allowable under Federal law and
regulations. If necessary to implement, the Kentucky General
Assembly should enact enabling legislation. The lien would be
enforceable only upon the death of the recipient, and only if the
amount of Medicaid benefits received exceeded $10,000. Consider-
ation should also be given so that low income eligibles will not be
adversely affected. The Cabinet should waive its lien if it is
determined that the enforcement would result in substantial hard-
ship to other dependents of the individual against whose estate
the claim of lien exists. The lien would be dissolved if the
recipient returns home.

The Cabinet should revise its financial eligibility policies to
require caseworkers to review an applicant's income tax returns
for the two (2) to five (5) year period prior to application for
Medical Assistance to ensure that available income and/or resourc-
es are identified.

The Medicaid Program should raise the maximum ineligibility
period from two (2) to five (5) years for persons who transfer
assets, at less than fair market value, to become eligible for
Medicaid. Consideration should be given so that low income
families will not be adversely affected. The Cabinet should
assure stringent enforcement of these provisions.

The Cabinet should submit a waiver to the Health Care Financing
Administration (HCFA) requesting permission to establish a period
of ineligibility for clients who have transferred assets at less than
fair market value in the five (5) years prior to application for
Medical Assistance.
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33.

34,

35.

36.

37.

38.

39.

40.

41.

The Cabinet should work through the Kentucky Congressional’
Delegation to effect a change in the Federal law which would make
the family (parents, children, spouse or legal guardian) responsi-
ble for a portion of the costs of care of a person in a long term
care facility, on a sliding income scale basis, which would result
in a reduction of Medicaid costs. In addition, legislation should
be enacted which would allow tax credits/deductions, or other tax
relief, for these familial contributions for institutional care and
for care of the functionally disabled at home.

The State should encourage the use of insurance as an alternative
to Medicaid benefits, and endorse the private financing of long
term care through concepts such as insurance, reverse annuity
mortgages and tax incentives.

Sources of payment other than Medicaid should be pursued for
room and board in various living settings including long term care.
facilities.

Redirection

Preventive services should include, at a minimum, children's
immunizations, recommended vaccines for adults, Pap Smears, etc.
If there are reimbursement restrictions under current law or
regulation, efforts should be made to have these changed to
permit the State to. reimburse providers for these specific
procedures. .

A consumer education component that is preventive in nature and
cost containing in impact should be implemented.

All State sponsored patients should receive information on healthy
life styles, home treatment of minor ilinesses and emergency
protocols.

The Advisory Committee recommends the enactment of a mandatory
seat belt law which will include appropriate penalties.

The State should pursue the enactment of model living will
legislation.

The Cabinet should implement additional work and training pro-
grams which encourage or provide employment for recipients.
Such a system should not penalize a person for earning money by
taking away total AFDC cash assistance and Medical Assistance
benefits, but would possibly supplement the salary with cash
assistance for child care and/or transportation, and continue the
Medical Assistance coverage for a limited amount of time. Receipt
of AFBC benefits should not be contingent upon willingness to
participate.

The Cabinet should pursue a "grant diversion" program which
would encourage employers to hire AFDC recipients with the State
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43,

44,

85,

86.

supplementing the recipient's salary through payments to the
employer, and continuing Medicaid benefits for a limited period of
time,

Exeansion

The Medicaid Program should extend eligibility in the Medically
Needy Program to children up to age 18 (19 if in school) whom
the State has authority to cover, given the options and con-
straints posed by Federal law and regulation.

The Kentucky Ceneral Assembly should increase the AFDC benefit
level 33 percent during the 1986-1988 biennium, and additionally
provide for annual adjustments to reflect inflation, plus five (5)
percent until such time that the benefit level reaches the Federal
Poverty Index. -

The Cabinet should work through the Kentucky Congressional
Delegation to effect a change in the Federal law to permit the
separation of the Medically Needy Income Standards from the
AFDC payment level.

The State should encourage employers to develop insurance cover-
age for minimum wage, low wage and part-time employees, and
insurance companies should be encouraged to develop group rate
health care.coverage for persons who are temporarily unemployed.

The Kentucky General ‘Assembly should enact appropriate legisla-

tion to provide additional revenues to meet the needs identified in
this report.
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A. Coverage of Eligibility Groups
L.

P

APPENDIX G
MEDICAID PROGRAM

Requirements and Options

Requirements. Must cover:

a.  AFDC recipients;
b. Various AFDC subgroups:
® children receiving IV-E payments;
* families receiving 4 month extended eligibility when discontinuance
results from increased earnings/hours of employment;
¢ grandfathered AFDC recipients (July 1972 OASDI increase);
® deemed recipients of AFDC, including those not receiving a cash
payment because less than $10 month, pregnant women, and
families in work supplement programs.
¢.  SSI recipients unless electing the 1902(f) option to use more restrictive
criteria for the aged, blind or disabled.
d. Individuals receiving a mandatory state supplement.
e. Grandfathered essential spouses meeting December 1973 requirements
for eligibility.
f.  Grandfathered institutionalized persons who meet December 1973
criteria and have done so since that time.
g. Grandfathered aged, blind, disabled recipients (July 1972 OASDI in-
crease).
h. Grandfathered SSI recipients eligible on basis of pass-through in OASDI
cost of living increases since April 1977.
Options
a. Coverage of Optional Categorically Needy groups. May include:

* individuals who would be eligible for AFDC, SSI, or optional state
supplementation but are not receiving benefits (not covered);

* all or reasonable classifications of children under age 21, or 20, ot

19, or 18 (we cover some of these, such as children in foster care,
etc.);
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e individuals who would be eligible if the AFDC state plan was as
broad as permitted (we cover the unemployed under this heading);

e  optional state supplementation recipients who would be SSI eligible
except for income;

e individuals eligible under a special incom'e level (not covered; ap-
plicable primarily for states without a medically needy program);

e certain disabled children who would be eligible if institutionalized
(Katie Beckett type cases; not covered); and

e individuals receiving home and community based services under a
waiver (covered: Bluegrass Area project and AIS/MR project).

Coverage of Medically Needy

e  Medically Needy program itself is optional.

e Medically Needy groups may correspond to those covered in
Categorically Needy groups, or be more limited (e.g., could cover
AFDC related but not aged, blind or disabled).

EXCEPTION: If a state has a Medically Needy program, it must
cover pregnant women, children who would be eligible for AFDC
except for income and resources, and all children under age 5 born
after September 30, 1983 meeting income and resource re-
quirements or limits.

NOTE: Kentucky has chosen to cover the same groups that are
covered as Categorically Needy.

B. Eligibility Conditions

L.

Requirements

a.

Recipients must meet technical eligibility requirements such as citizen-
ship or legal alien, age, blindness, disability, deprivation factor (for
AFDC related), or must fall into specific other grouping such as preg-
nant women.

A state must provide benefits to a resident of the state even though ab-
sent from the state. '

Each individual covered must meet financial requirements.

For institutionalized individuals, patient income in excess of a nominal
amount for personal needs (not less than $25) and amounts excluded for
other specified reasons (such as uncovered medical expenses and family
maintenance) must be deducted from the amount payable to the facility.

The medically needy income level set by the state may not exceed 133 and
1/3 percent of the AFDC payment level.
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f.  The income disregards of the cash programs must be used for the
medically needy unless a variance is shown in the state plan (Kentucky
has several variations from cash income methodology).

g. For the Categorically Needy, both the income and resource standards
must be those of the related cash program.

Options

a. The state may set the resource levels for the medically needy.

b. The state may set the income levels for the medically needy so long as the
amount does not exceed 133 and 1/3 percent of the AFDC payments

level.

¢. The state may vary from the cash payment methodology if shown in
state plan prior to TEFRA amendments (1982) to Social Security Act.

d. The state may set the personal needs allowance for institutionalized in-
dividuals so long as it is not less than $25 per month.

NOTE: This outline should not be considered a complete listing of re-
quirements and options.

SOURCE: Kentucky Cabinet for Human Resources, Division of
Management and Development
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APPENDIX K

KENTUCKY MEDICAL ASSOCIATION

HOUSE OF DELEGATES
Submitted By: Board of Trustees
Subject: Kentucky Physicians Care Program
Referred To: Reference Committee No. |

WHEREAS, Kentucky Physicians Care was implemented, at the direction of the
KMA House of Delegates, January 2, 1985, for a period of one year to gather data on ac-
cess to health care by the indigent, and

WHEREAS, such data has been collected and analyzed on the first six months of
the program, and

WHEREAS, 17,432 people have been certified eligible for the program (represen-
ting 96 percent of those applying for the program); 5,885 referrals have been made through

the referral system; and 2,174 physicians participated in Kentucky Physicians Care through
the first six months of 1985, and

WHEREAS, Kentucky Physicians Care provided needed care to one or more
members of approximately 2,000 families who indicated they would not have seen a doctor
had it not been for the Kentucky Physicians Care program, and

WHEREAS, there is documentation of a significant amount of care provided
through Kentucky Physicians Care and the Fair Share program of the Kentucky Hospital

Association, as well as by physicians choosing not to participate in Kentucky Physicians
Care, and

WHEREAS, primary care appears to be the type of care needed most, and

WHEREAS, Kentucky Physicians Care has demonstrated that Kentucky physi-
cians do care about the less fortunate members of society and has been well received by the
public and their elected representatives, '

NOW, THEREFORE, BE IT RESOLVED, that the Kentucky Medical Associa-
tion continue the operation of Kentucky Physicians Care for one year (January 1, 1986-
December 31, 1986), contingent on:

I. Program funding being continued, as appropriate, by the Kentucky Health
Care Access Foundation, with KMA contributing in-kind services as done in
1985;

2. A continuing commitment from the Cabinet for Human Resources to
evaluate program applicants for eligibility, as is currently being done;
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3.  Some modifications being made to the program by the Kentucky Physicians
Care Operating Committee which will address problems inherent in some
types of delivery, such as pre- and post-natal care;

4. The Kentucky Hospital Association continuing its Fair Share program as cur-
rently operated;

5. The Kentucky Health Care Access Foundation vigorously encouraging the
active participation of free-standing emergency centers, health maintenance
organizations, and all other health care delivery and/or financing organiza-
tions in Kentucky Physicians Care or the Fair Share program, as may be ap-
propriate; and

6. The Kentucky Health Care Access Foundation making Kentucky legislators
aware of the plight of those ineligible for Medicaid assistance solely because
they do not meet the confusing and arbitrary requirements of the Medicaid
Program, while working to broaden the societal financial obligation
necessary to provide care to those in need of such assistance.

October, 1985
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